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SUMMARY AND CONCLUSIONS 



Since 1950, the federal government hai provided a program of assistance to local educational agen- 
cies in areas affected by federal installations. This program provides both for construction of new facili- 
ties (P. L. 81-015) and for operating costs (P. L. 81-874). Payments for operating costs are based upon 
the number of students with pairents working on, and/c r living on, federal property times a rate of pay- 
ment designed to reflect eithet* the locAl educational costs per pupil of comparable districts within the 
same state or on^-half of the liatiohal or stAte average per pupil costs. The payments for construction 
are made primarily for the construction of facilities to meet increases in federally connected students. 
Total program costs, assuming full entitlefnents were paid, would exceed $700 million in fiscal 1971. 
Recent amendments t6 the legislation have included children living in low-cost federally sponsored hous- 
ing projects within the program. If provision were made for these children the total costs of impact aid 
would exceed $1 billion annually. 

The impact aid program has been controversial since its beginning. Many observers argue that the 
prpgram provides a double benefit to communities with federal installations: one set of benefits occurring 
bejpause the installation stimulates employment and economic growth and another because the federal gov- 
ernment makes special payments of school costs. Accepting this argument and others. Presidents (from 
both parties) have recommended subbtantial restructur. ig and curtailment of the present program. De- 
spite these recommendations, the Congress has broadened the coverage of the program periodically to the 
point where it now reaches school districts accounting for half of all public elementary and secondary 
school enrollment in the United States. 

In the fiscal 1969 budget, the Administration requested and Congress provided for a study of the im- 
pacted areas program. After competitive bidding, Battelle Memorial Institute’s Columbus Laboratories 
was selected to perform the study. The study was as broad as the legislation itself, reflecting all facets 
of assistance under P. L. 81-874 and P. L. 61-815 excepting the provisions relating to natural disasters. 
The results of the study are presented in this report. This summary provides an overview of the conclu- 
sions and recommendations. The analysis leading to these conclusions and details of the recommended 
program are 'presented in the body of the report. 



MAJOR CONCLUSIONS OF THE REPORT 



(1) The federal government should continue to provide a program of school assistance in federally 
affected areas . Particularly in small local areas surrounding a major military installation, it is both 
inequitable and unrealistic to expect local taxpayers to provide for the education of children brought into 
the community by the federal government under circumstances where the community cannot collect sig- 
nificant tax revenues from either the federal government or its employees. In some cases these children 
receive their education from schools administered directly by the federal government and financed by im- 
pact aid. In other cases these children are educated by local educational authorities through a combina- 
tion of local and state funds and federal impact aid funds. In many of these cases if the federal program 
were terminated, the children would receive no education at all; in other cases, the quality of education 
available would be severely reduced with serious consequences for the federal government's attempts to 
recruit employees to such areas and for the'quality of education generally. No other federal educational 
program reaches the local educational agencies educating large numbers of federally connected children 
to a significant degree and it is unrealistic to expect state governments to assume the full costs of educat- 
ing these children. 

• (2) The basic features of the current program are sound . The basic mechanism of the current pro- 
gram, namely counting the federally connected students in a district, calculating a per pupil payment for 
the district and multiplying the number of students by tho rate of payment, is sound. It is capable of pro- 
viding a reasonable approximation of the federal impact upon a district, and is relatively simple to ad- 
minister by comparison to alternative methods considered. 

(3) The current program undercompensates a few districts. Even when Congress appropriates 
enough to pay all that the currant formulas indicate should be paid, some districts are underpaid in re- * 
lation to the costs of educating the federally connected pupils to whom they provide education. These 
underpayments stem primarily from payment rates based upon costs existing two ye'ars preceding the 
year for which the payment is mado. 
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The current program overcompensatea many districts . Current impact aid payments result 
in unjustified payments to many districts thj*oughout the United States. The major sources of these 
windfalls are: 

. . . payments that far exeed the costs to the local government of educating federal pupilik 

. . . payments to districts that, even without the federal assistance, are wealthy and well able to 
support schools from their local sources with a lower tax effort than most districts in the state, 
and which frequently became wealthy as a result of federal activities 

. . . payments to districts based upon the non -taxability of federal property where the federal instal- 
lation or activity on federal property (e.g. , an aircraft company operating in a government-owned 
plant, or an oil well on public lands) generates taxes sufficient to defray the education costs of the 
children of persons working on the property 

. . . double payments to districts that receive funds through in-lieu-of-tauc payments or shared reve- 
nues and again through impact aid. Some of these districts use the revenues to add to their cash 
reserves and to reduce school taxes 

. . . double payments to districts that receive funds from their state government on an equalization 
formula (that by federal law cannot take the federal payments into account) and from the federal gov- 
ernment for federal impact (under a formula that does not take the state payments into account) 

. . . higher per pupil payments to rich districts than to poor ones resulting from the methods used * 
to calculate the rate of payment 

. . . payments based upon children who would likely be attending schools in the district even if the 
federal government had never come into the district 

. . . payments that never reflect the economic stimulus that the federal government may cause in a 
community. 

The extent of overpayment is indicated by the following general characteristics of districts with a 
relatively large percentage of federally connected students by comparison to districts with a lighter fed- 
eral impact or no impact at all. The heavily impacted districts tend to have: 

... A lower ratio of pupils to teachers 

. . . Higher per pupil expenditures 

. . . Lower tax rates. 

The effect of impact aid upon many - but not all - of these districts is to allow them to maintain a better 
level of education with less local effort. 

(5) A new formula that perfectly reflects the economic burden of federal installations upon local 
schools cannot be devised . While it is possible to pinpoint extreme cases of overpayments and under- 
payments to local districts, no formula can ever be developed that precisely calculates payments upon 
the basis of net economic burden of federal installations on local schools. This conclusion follows from 
the fact that there is no reliable way to determine what a community would have been like had the federal 
government never established an installation in it. .Existing economic knowledge and present economic 
data simply do nut provide the adequate basis for correct speculation on, for example, the revenue posi- 
tion of Washington, D.C. , area schools in the event that the nation's capital had remained in Pennsylvania 
rather than being transferred to Washington, D.C. 

( 6 ) A new formula for impact aid can be devised that will make the federal payments more closely 
correspond to the net burden of federal installations upon local schools . While no perfect formula can be 
devised, it is possible to improve substantially upon the present prog^m by a series of changes that are 
described in detail below. 

?7) Certain students that now are a basis for federal payments should be excluded . The major cate- 
gories of such students are: 
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. . . students in grades 13 and 14 that are now a basis for payments primarily in one state 
(California), but- not others. 

. . . students whose parents would work on tax-exen^pt property even if they did not work on federal 
property 

. . . students whose parents work in a place that makes substantial tax payments should only be 
counted for federal aid purposes if the tax payments are deducted from the federal payments to be 
made. 

(8) Elegibility requirements should be tightened . The current eligibility standard is so low that 

it includes many districts that would be better off if impact aid were abolished and the funds used to pro- 
vide assistance throughout the United States on a flat per pupil grant basis or through revenue sharing. 
Some of these districts have serious edu. ational finance problems; many do not. In the lightly impacted 
districts, these problems are not caused by federal impact and cannot readily be cured by the indiredt 
approach of providing assistance based upon counting federal pupils. 

Both the current legislation and Battelle's recommendations recognize that the burden of a school 
System from a pupil who lives and whose parent v^orks on federal property is greater than a pupil whose 
parent works on federal property but lives on private property on which the school system levies taxes. 
This different burden is not reflected in the method for calculating eligibility; it should be. 

The most appropriate eligibility threshold would be to provide assistance only to districts that had 
a federal impact above the national average federal impact. 

(9) Some payments should continue to be made on 3(b) students, whether living in the same school 
district as the property upon which the parent works or not . Under some circumstances school districts 
are burdened substantially through assuming responsibility to educate the children of federal employees 
who live in private (taxpaying) homes and apartments within the school districts. This burden exists 
whether or not the property upon which the parent works is located within or outside the school district 
educating the child. 

(10) Payments should be reduced on 3(b) students . The current student count procedures include 
as 3(b) students every student who has one parent working on federal property. While different student 
count methods are not recommended, it is clear that the current and recommended count procedures sub- 
stantially overstate the burden of the federal government on local school districts. This over compensation 
stems from the following major sources (and a number of minor sources discussed in the report); 

... a student is counted as federally connected even when the primary wage earner in the family 
works on private property. For example, if the primary wage earner is a private accountant at a 
firm in Washington,\p. C. , area but the secondary wage earner (wife) happens to work as a secretary 
for a government agency, any children are counted as federally connected even though the major 
pllace of employment (the father's accounting firm) is taxable. 

. . . the counting of (b) students occurs even in districts that could not conveivably tax the parent's 
place of employment - a situation that arises in any residential suburban district. 

... the (b) student counts include many students who would reside in the district even if the parent 
were .not employed by the federal government. 

. . . the (b) student count is asymmetric, that is, the movement of a student to a school district is 
counted as a loss for the receiving school district, but not as a gain for the district that no longer 
has to educate the pupil. 

. . finally, the most important, the student count procedure fails to recognize that the income^ of 
the parents of (b) students in many (but not all) cases may stimulate increases in economic activity 
and taxable wealth in the district that (combined with the taxes paid on the residence) will offset the 
costs of the additional children in the district. 



Students whose parents work on federal property but live on private property are covered by 
Section 3(b) of P. L. 81-874. They are called 3(b) students — a convention followed in this report. 
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Dattiaie hai deviied three baei’c ways to compensate for the overcounting of the 3(b) students. 

These methods consist of 

(1) Abs orption : paying only for those studekts in a school district that exceed the average impact 
of fed^LritudentsTn all districts. This principle would, in effect, say that a school district mu s. bear 
the responsibility of educating a certain percentage of federal students and the federal government will 
bear the responsibility only for the remainder. 

,2) in lut. oi P.vment: changing the payment rate tor (b) pupils from the current rate 

of one-half the payments of (a) pupils to some lesser fraction 

(31 Richness Cut-Offs: reducing or eliminating the payments to districts with a high tax base per 

pupil on the grounds that the federal impact must have been positive rather than a burden upon such dis- 
tricts, or thlt even if the district has had an adverse federal impact it can provide quality education from 

its own tax sources. 

These three methods may be put together in differing combinations to produce differing impacts upon 
payments for (b) (and in some cases) (a) pupils. Absorption tends to make the payment per (b) ^igh- 

tst in the heavily impacted districts and lowest in the lowest impacted uistricts. Changing the rate of pay- 
ment for (b) pupils tends to have its effects in direct proportion to the number of (b) pupils, regardless of 
the wealth of the district or the percentage of its pupils that are federally connected. Taking the 
district's tax base into account tends to reduce payments most in the districts that have very high tax 
and to have no effects on payments (or increase them) in districts with a very low tax base. While a va- 
Hetv of desirable options could be developed using these factors, the one outlined be ow appears to be a . 
reawnable combination of the various methods of bringing the present program into line with the economic 

impact of federal installations. 

(11) Vad.ra l payments should be made only on tho se students that represent above average fed_e^ 
impact. T he eligibility and payments threshholdi should be made consistent by requiring each district 
to subtract from its total claimed federally connected students the number of students that represent 

3 percent of the non-federal students. This change will mean that the federal government is paying only 
for those students that represent an above average federal impact. 

(12) T he payments for (b) pupils should be 40 percen t of the payments (^) puRiji- The current 
progrL pays 50 percent of the (S) paynfients for the (b) pupils. This relationship 

Lr?ent (1950) data indicating that roughly 50 percent of the property tax revenues in the United State. 
t.nd.Tto com. Jrom Ux.. upon th. pl.c. of r..i<i.nc. and the oth.r 50 percent from commerctal 
duatrial property. More recent data indicate, that on a national average baeie more like 60 percent 
property tax revenue! come from the place! of re!idence. 

(131 ... -honld not be made to districts that a re substantially better off in educational finaj^ 

than State avw^ — Currently a'significant proportion of P. L. 875 payments are made to districts that 
are consrderaglyVe tter off than many other districts in the same state that do not receive ^ assis- 

tance In such Lstricts the federal funds tend to (1) cause the district to lower local taxes and at the same 
time enjoy education considerably better than state averages or (2) cause the district to enjoy a standard 
of education substantially above the state average - a situation that is less desirable than using the same 
federal funds to pay some of the poorest districts rather than the richest. 

Battelle recommends that no assistance under the impact aid program be provided 
that has n tax base per pupil that is more than 25 percent better than the average in the state. Districts 
receiving assistance would be limited to receiving assistance that placed them in a position comparable to 
that of other districts in the state having 25 percent more than the state average tax base. 

(14) Per ounil payme nts should be based upon the local tax effort of the recipiej^ . In general, the 
current me ttiod?f£r fafculating the per pup il payments tend“to reward ricner 
ones. Battelle's recommended per pupil payment calculation is developed by taking the 
the recipient district and applying it to the state average tax base per pupil. This means that the federal 
payment proportio^l to*the district's own willingness to tax itself, but independent of the wealth 

of the district. 

The effect of this recommendation is to supply to each district a standard tax base behind each fed- 
erally connected child, but to allow each district to make its own decisions on what tax rate to apply to 
that t« base. Local taxpayers could.increase the federal payment rate by increasing their own taxes, 
but would find that federal effort would be reduced if they reduced their own taxes. 
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(15) A minimum local contribution rata shov^ld be paid. Implementation of the above proposed 
method of calculating per pupil payments would cai se very low (e. g. , as low as $40-$80 per pupil) rates 
in the states that defray a large proportion of theii* educational costs through state rather than local 
taxes. A very strong case can be made, that it is inequitable to make such low payments in a particular 
state merely because it chooses to defray a large proportion of its educational costs through state funds. 

To avoid this problem, current legislation permits a district to use an alternative approach to calculating 
its local contribution rate — namely to use one-half of the national or state average of per pupil costs. 

The Battelle proposal accepts the equalizing aspects and fiscal neutrality of the one-half national average. 
However, the difference between the minimum payment and the locally developed rate should be paid to 
the jurisdiction that earned it -- namely the state. This will avoid making major windfall payments to 
particular districts and at the same time promote a situation where the per pupil payments are more 
equitable among the states. 

(16) Special ground rules should be established for very heavily impacted districts . Undercurrent 
law., the Commissioner of Education may make payments in excess of those determined under the current 
formula to districts that have more than 50 percent of their students who reside, and whose parents work, 
on federal property. Because of the relatively high entitlements of such districts under current law, 
this special provision is not widely used. 

The authority conferred by this provision should be extended to all districts having more than 
50 percent of their enrollment composed of equivalent federal pupils (counting (b) students as a 40 percent 
federal responsibility and a 60 percent local responsibility). Acting under this special authority the fed- 
eral government determines the funds necessary to sustain a reasonable standard of education in the dis- 
trict, and pays the difference between that amount and what is available from state government and a « 
reasonable level of local taxes. Safeguards are recommended to insure that this authority does not result 
in the reduction of local tax effort or state aid. 

( 

(17) Assistance for Capital Costs should be provided on the same basis as Operating Coats . Serious 
problems associated with the current P. L. 81-815 prog ram stem primarily from the fact that the program 
is not set up on a basis similar to that of P. L. 81-874. 'The easiest and most equitable way to correct 
this problem is to put capital cost assistance on the same basis as operating cost assistance. Such assis- 
tance would be provided on a negotiated, project-by-project basis in those few districts having more than 
50 percent of their enrollment federally connected. In other recipient districts a capital contribution 
would be made on the same basis as the operating costs contribution. 

(18) Public housing should not be blanketed into the impacted aid. Viewed in the context of federal 
impacts on local communities, no satisfactory rationale can be developed for including public housing 
pupils in the impacted areas program on the basis of economic effects of public housing. If inclusion of 
public housing is considered as a way to channel federal funds into large city education, the program 
would establish new inequities among large cities and be inferior to a program aiding large cities more 
directly either by targeting assistance toward large cities, or targeting assistance toward disadvantaged 
pupils. Payments for public housing pupils under the current impact aid formula would exceed by a wide 
margin any revenues lost by school districts because the public housing units are not taxable. 

(19) The federal government should get out of the business of operating elementary and secondary 
schools in the United States. The above recommendation is not new — it has been federal policy for dec- 
ades. Unfortunately, the policy has never been completely implemented for a variety of reasons dis- 
cussed in the report, with the result that the federal government (through the Defense Department) still 
rune schools in such locations as Quantico, Virginia; Fort Campbell, Kentucky; West Point, New York; 
and about a dozen other places. These schools are financed through impact aid that is channeled to the 
military departments that run the schools. The detailed recommendations in the report provide a mech- 
anism for the federal government to complete the turnover of these schools to local educational 
authorities. 

(20) The Commissioner of Education shovild be given increased avxthority to deal on a casc-by-case 
basis with special impact situations. P. L. 874 has little known special provisions lo deal with circum- 
stances where the federal government removes a significant portion of a school district's tax base, where 
there is a sudden increase in federally connected pupils and where there is an unanticipated decrease in 
federally connected students, Current legislation also provides for gradual phase out of assistance to a 
district that is eligible in one year but not in the following year and gives the Commissioner of Education 
authority to waive certain provisions of the legislation under special circumstances. It is recommended 
that these special provisions — that as often as not result in economically unjustified payments - be 
dropped in favor of a broader authority (with a limited appropriation) for the Commissioner to act in 
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circumstances where a burden is created that docs not fall within one of the assistance categories estab- 
lished by the recommended legislation. 

(22) The use of impact aid as a tool for dealing with Indian Education problems should be continued, 
until a better approach to the Indian Education problem can be devised . Impact aid funds are paid to dis- 
tricts that educSe Indian children living on reservations through the mechanism of considering such res- 
ervations as federal property. This mechanism works to provide substantial federal funding to districts 
educating Indian children, and is recommended to be continued for that purpose. At the same time it 
must be recognized that impact aid has not been successful in solving the substantial and unique problems 
of providing education to the nation's Indian population. By any reasonable standard, Indian education in 
the United States can be improved substantially and should be, but impact aid (which is> necessarily pri- 
marily designed for school districts serving children from major federal installations) is probably not 
the perfect tool for this purpose. However, in the absence of a better approach, continuation of impact 
aid for dictricts serving Indian children is recommended. 

(23) Present adiministrative procedures for t he program are essentially sound . ^ Battelle's extensive 
sounding out of school districts indicates clearly that impact aid is by far the most popular federal edu- 
cation program. Procedures for applying for assistance are relatively simple, the program is consid- 
ered by recipient districts to be very well administered, no strings are attached to I'ow assistance is^ 
used, and practically no reports on the uses of funds are required. The major administrative objections 
to the current program involve delay in payments and uncertainty about the amount of payment to be 
forthcoming. These problems are largely inherent in the past and current major differences between 
Administration recommendations and Congressional decisions upon funding for the program. The largest 
single administrative improvement in impact aid would occur if the Congress and the Executive Branch . 
could get together on a mutually acceptable impact aid program - which program would not make a great 
deal of difference. Battelle's recommended program would, if accepted, be quite simple to administer. 
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SUMMARY OF THE RECOMMENDATIONS 



In the aummary, the recommended program providea for<‘ 

apecial negotiated paymenta for dialricts with more than 50 percent of their students fed- 
erally connected (counting the (b) students as 40 percent a federal responsibility)? 

. . . student counts similar to the present ones; 

local responsibility for federally connected students representing 3 percent of non-federally 
connected enrollment, and thus no paymenta for any student representing less than national 
average federal impact; 

a per pupil payment based upon placing the state average tax base per pupil behind each fed- 
eral pupil and applying the same tax rate for federal pupils as the district applies to its own 

taxpayers; 

a cut-off of districts that already have a tax base per pupil that is 25 percent above state 
average per pupil tax base; 

dsductions of federal in-lieu-of-tax payments, shared revenues and tax payments of government- 
owned, contractor-operated facilities when these payments are significant enough to justify the 
Administrative costs of deducting them; 

... a merging of capital cost (P. L. 815) and operating cost (P. L. 874) programs with a resulting 
increase in federal responsibility for capital costs; and 

i 

... a national minimum per pupil payment with the difference between the local contribution rate 
earned by the district and the national minimum being paid to the states. 



IMPACT OF THE RECOMMENDATIONS 



By comparison to a continuation of P. L. 815 and P. L. 874 (with full entitlements being paid) the 
proposed program would pay less to many districts, and represent less total federal budget cost. How 
much less will vary substantially from district to district, and in some cases the proposed program would 
pay more than the current program. 

The extent to which the current impact aid recipients would be affected by the proposed program 
will depend upon a number of factors. In general, 

the lesser the federal impact (measured as the percentage of students fthat are federally con- 
nected), the greater the reduction in assistance under the recommended program; 

the higher the proportion of educational costs that are financed locally, the less the reduction 
in assistance under the recommended program; 

the higher the tax rate, the lesser the reduction in assistance by comparison with current 
entitlements; 

. . .; the ricl^er the district, the greater the reduction in entitlements by comparison with current 
entitlements. 

By comparison to the )>re8ent program (with full enhitlements being paid), the major gainers from 

the recommended program are: ^ 

the non-impactod poorer districts in the states that provide for a large prop»)rtion of education 
costs through slate funds, as these districts are lh*» Hkelv Ixjnofiv jaricH of the minimun* payments 

made to states. 

♦ More complete detail will be found in Chapter 10. 
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the non-impacted or lightly impacted •listricts that would benefit frorh the redirection of fed- 
eral education funds from unnecessary impact aid payments to other federal education programs 

. . . the federal taxpayers who would benefit if, for some reason, the reduced cost of impact 
aid could not be translated iilto some other federal educaton prograni. 

The most likely consequence of continuing the present P. L. 874 and P. L. 815 programs in their 
present form is that less-than-full entitlements would be paid. Compared to this situation, many heavily 
impacted districts would find themselves better off under the reconrunended program than under the 
current one. 

Although there are some uncertainties inherent in the estimate, the coats of the recommended pro- 
gram are not likely to exceed $400 million in fiscal 1971. 



A CONCLUDING NOTE 



One concluding caveat is in order. This report results from the United States Office of Education 
turning to a group of researchers concerned with educational finance and asking, in substance, "What is 
the impact of federal installations upon local school systems and what sho'ild the federal government do 
about it?" This report is directed toward providing an economically, educationally, and administratively 
reasonable answer to those questions. 

What this report explicitly does not do is take apposition on what the aggregate spending for federal 
assistance to elementary and secondary education she aid bo. Our recommendation that an impact aid 
program bo adopted that would cost about $400 million rather than, say, $1500 milion for a program re- 
flecting higher lodal contribution rates, postal employees, public housing children, and higher minimum 
payments is not a recommendation that the federal government should spend $1. I billion lees on elemen- 
tary and secondary education. Our recommendations simply indicate that if the federal government can 
spend such sums upon elementary and secondary education, it can use those funds more effectively 
through other expenditures on education (such as a no- strings -attached federal per pupil grant or revenue 
sharing) than through impact aid in ixcess of the program recommended by this report. 

As is to be expected as a result of any report that suggests that some $300 million of federal grants 
are unnecessary, this report Is bound to be, controversial. 

Much of the controversy will be based upon a disagreement with the framework of the study, rather 
than with the conclusions of the study given the framework in which it was developed. Many readers of 
this report will believe that the current impact aid program is the only available way to pry funds out of 
federal government for the support of schools in their district. Such individuals will argue that while 
Battelle (or other similar institutions) may be able to design better ways to use federal educational funds, 
the real alternatives for the next'several years for many school systems (e. g. , those in large cities) will 
be the impact aid program currently in effect or no assistance at all. To such individuals this report 
will seem relevant in the context in which it is written ("What is a good impact aid program to compen- 
sate for the burdens of federal installations?") but irrelevant to the question they perceive to be rele- 
vant ("How do we get more federal tax money into elementary and secondary education?" or "How do I 
finance an adequate program of education in my school district?"). How^^ver, these questions are as im- 
portant to districts that do not get impact aid funds as they are to those that do. 

• 

The reason that we have reremmended a program that results in less assistance for many current 
P, L. 874 recipients is related to the economics of federal impact on those districts. This is not to say 
that these districts don't "need" the money or are not using it wisely. It is to say that if educational pro- 
grams are to be directed to areas of greatest financial need, many current P. L. H74 recipients would not 
be among the recipients and many non-impacted districts would be. The implicaU(m of these recommen- 
dations for many districts may well be a choice between higher tax rates ora reduction in educational 
expenditures from, say $650 a pupil to $620 a pupil. Unquestionably, such a change has educational im- 
pacts, but given our assumption of constant federal dollars for education, those impacts arc not as severe 
as the continuation of a high tax e.Cfort and per pupil expenditures of $400 a pupil in a district that does not 
share in impact aid funds. So long as educational funds are limite<l, the price the nation pays for over- 
payments to districts showing a limited federal in'ipact is underpayments or no payments to districts that 
have a legitimate claim on the nation's educational resources, but which cannot base that claim on fed- 
erally connected children. 
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BACKGROUND 



In 1950 congr... enact.d Public Laws 81-874 and 81-315 to deal with the problems 
a„a. allectod by federal activities. These 

Sased upon extensive tht ":.uU o^^n'inflL of federally 

^retid'^uir “ : *>te revenue, available to the school system. 

re*pon*ible for educating them* 

C- lorn wv> P U 81-874 and P.L. 81-815 have been broadened to make more school 87®^® 
Since 1950, both F.Ij. oi Of** ana r-. . „.- 4 .u-in rausaa These chances coupled with 

eligible for assistance and to increase the rate of uavments to rise to over one billion 

the natural Browth in educational costs have caused the cost of full payments to rise to ove 

dou.:. in“f^c:r^71. assuming that l.gi.lation to include 

implemented. If fully funded, thid would de^ay over 2 percent of all elementary and secon- 

Unce to elennentary and The program currently reaches over one-fourth of the 

s:jL“uTrr ^tld St^ afstrlct. educate over on.-half of all elementary 

and secondary public school students. 



P. L. 874 (Operation and Maintenance) 



er|c 



o . a of P L 874 is the major provider of assistance. Under this section a sciWl district* 
Section 3 of P. L. 0^^ is tno m«j r p of its oupils or 400 pupils who are 

s:;:r 

erty (3(b) (1) pupils); and those whose parents reside p J j services also create eligibility 

property (3(b) (2) pupils). Students whose Pf I" assistance on the basis of major removals of 

(3(b) (3) pupils). School districts may also be eligible for assistance on me D 

*This report a'£;;tra number of convention, for the purpose of improving the ease with which it can 
read. Those provided by a variety of legal ooMtie. called "local educa- 

s;r.,cv.“;s ™.. 

The term. "pu,dl". "child", and "student" are ^ 

mendation. where different method, of counting students (e.g..^e«ge daily me . 

daily attendance) assume significance in affecting the amount of payments. 

The term, "federally connected student" and 

. student, who would be defined a. federally connected for the purpose, of maxing p y. , 
impact aid program. ,„v 4 „v i-v,- f«dlartfl 

^Tdori:';°:rare‘..Vdvir’iitr^^^^^^^^ 

taxes or express their tax rates in other ways. ^ 

!iorv;:n':u::t:draU"’^;^raTon”.‘ 

tax rate, as though theyworbdotorminod directly by voters. a .-..fhod of 

»lng*‘t:.“:rrrot'Ta;.‘t wMch^ 3 ;;“- a”‘:ri',ra::r:hui;:u; .“d secondary 

education. 
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land from t^ax base by federal action [Section 2^a)], sudden increases in attendance as a result of federal 
action (Section 4), or where a military department runs its own schools because no public school systenri 
provides suitable free public education (Section 6), Disti'icts, whether or not they have federally con- 
nected students, can also become eligible for P, L. 874 assistance in the event of a major disaster 
(Section 7), but the disaster assistance provisions of the law arc outside the scope of the present study. 

Th^^ amount of assistance to a school district is derived by multiplying the number of federally 
connected pupils by a local contribution rate. On the theory that either the residence of the child or the 
place of the parent's employment is taxable property, the local contribution rate for 3(b) pupils is half 
the rate for 3(a) pupils. The local contribution rate is determined by consideration of the per pupil 
locally raised revenues of "comparable" districts in the same state as the applicant district. Alterna- 
tively the rate may be determined by consideration of f;he per pupil locally raised revenues in the same 
"grouping" of districts as the applicant. The minimum local contribution rate is set at the greater of 
one -half of the national or state average of per pupil costs. All these local co>ntribution rate calculations 
consider only operating costs and arc based upon calculations of situations prevailing two years before 
the year in which the federal payment is to be mad<,'. 

School districts make application for funds under the program by making aculal counts (surveys) 
of federally connected students each year. Applications from school districts are routed through state 
department of education to ‘the U, S, Office of Education. Because the formula for P. L. 874 payments 
does not allow discretion in the allocation of funds, the primary Office of Education review functions 
involve such questions as whether the federally connected students were propertly counted, whether the 
comparable districts or state groupings were properly chosen, and how fast payments can be made. 

P. L. 815 (Construction) 

To establish eligibility under P. L. 815 a scho il district must show a stipulated increase in both 
federally connected students and in total students. Assistance Is determined by multiplying the number 
of students upon which payments are based by minimum standard construction costs per student for the 
state in which the district is located. Special provisions of P. L, 815 deal with Indian problems, tem- 
porary federal impacts, schools managed by military departments, and disaster assistance. Unlike 
P. L. 874, P, L, 815 requires applications on a project-by-project basis. 

Controversies Over Impact Aid 

The impact aid program has always been controversial. Its strongest supporters contend that it is 
the most effective of all federal educational programs and that its payments represent the minimum 
required for the federal government to carry its fair share of the costs of educating children of federal 
employees. Its strongest opponents contend that the program constitutes a kind of educational pork 
barrel that allows areas that are benefited by the location of federal installationii to collect an additional 
benefit in the form of impact ai4« 

(‘•ontroversies over impact aid have tended to develop an annual pattern. Presidents, both Repub- 
lican and Democratic, have annually proposed changes in the program that would cut the program's costs 
substantially; affected districts have testified that the changes proposed would cavise sharp cutbacks in 
their educational programs; and the Congress has a’j^propriatod approximately the amounts required to 
p.ay full entitlements under the program. This process has been unacceptable to all concerned. For the 
school districts it has meant uncertainty in planning and has forced them into ]X)litics to a degree many 
school leaders do not desire. More recently it has resulted in payments below full entitlements. For 
the Executive Branch, it has meant consistent Congressional disapproval of the President's budget re- 
commendations and uncertainty about total budgets for elementary and secondary education. For the 
Congress, these differences of opinion have consumed considerable C’ongressional lime and effort with- 
out providing a resolution of the situation good for more than one year. 

The Batlello Study 

Pursuant to its responsibilities for federal educational policy, the Office oi Education in early I 96 B 
requested Congressional approval of, and funding for, a major study of this logisialiun. This study was 
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contracted to an outside research organization in Ijhe hope that such an organization — which would not be 
immersed in, day-to-day administration of the pro| ram and would have no vested interest in the outcome 
of the study- would be able to delve into basic eco lomic issues about the impact of federal installations 
and develop a program that made both educational and economic sense. In January, 1969, the Office of 
Education contracted with the Columbus Laboratories of Battelle Memorial Institute (the world's largest 
not-for-profit research organization) to conduct the study. 

Battelle's study included a comprehensive review of the economic impact of federal installations. 
Questionnaires were sent to over 4, 500 school districts, interviews were held with officials in over half 
the states, and discussions were held with both local school officials and national organizations and 
agencies affected by the P. L. 874 and P. L. 815 programs. Battelle gratefully acknowledges the co- 
operation of the many local, state, and federal officials who made this study possible. We regret that 
neither the time nor the funds available for the conduct of the study permitted us to visit all of the 
hundreds of local and state school officials who expressed interest in such visits. Likewise, we would 
have preferred to have had both the time and the permission to circulate drafts of the report to the many 
individuals who expressed an interest in reviewing and commenting on them. Despite these omissions, 
we believe that our personal and telephone discussions of the program with over one hundred different 
school officials has provided us with a good indication of the problems of those with whom we did not have 
the opportunity to discuss the program. 

Throughout this study, Congressional staff members, the Office of Education, other federal 
agencies, and the states and local districts affected have stressed the importance of action-oriented re- 
commendations, rather than the preparation of "still another study". Battelle has sought to be respon- 
sive to the need to produce something more than an academic exercise. The size and organization of this 
report reflect this orientation. This report is intended to stand alone as Battelle's final report, but to 
keep it within readable length considerable statistical materials and details of analysis have been pro- 
vided to the Office of Education as special working papers, rather than as parts of this report. In addi- 
tion, Battelle has made available to the Office of Education the input data and computer programs used 
to calculate the financial impact of various programs for impacted areas on both the federal budget and 
particular school districts. 

The report begins with an analysis of the objectives of impact aid and the framework in which 
analysis of alternative program concepts should take place. Next the economic impact of federal activi- 
ties upon local schools is considered. Both the current program and alternatives to it are then ex- 
amined in light of program objectives and the findings on economic impact. Specific chapters are 
devoted to various program issues such as what students to consider as federally connected, how to 
determine the local contribution rate, whether to include public housing pupils, and v/hether the federal 
payments should be made for all federally connected students or only a part of thorn. The recommended 
program is then presented. 

Although this report was financed by the Office of Education neither that Office nor any other federal 
agency sought in any way to influence the conclusions and recommendations for impact aid. The findings 
and recommendations in this report are solely Battelle's responsibility. These recommendations do not 
necessarily reflect the position of any government agency, the Congress, or the affected districts. 
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CHAPTER 1: A STRATEGY FOR ANALYSIS OF IMPACT AID 



INTRODUCTION 

Moat government programs, including impact aid, have more than one objective, and not all of the 
obiectivea are conaistent with each other. Further, some persons who are strong supporters of impact 
aid accept only some, but not all, of the objectives that the program serves. Thus, no one can design 
a single program that beat meets the objectives of impact aid, because those o^ctives are viewed quite 
differently by different groups and individuals. Despite this, an exploration of the objectives of impact 
aid can provide a basis for further examination of alternatives. Such an examination can also provide 
a useful understanding of the environment in which impact aid policies are considered. Besides consid- 
ering the objectives of impact aid, thirf chapter examines the other factors that must be considered in 

evaluating impact aid policies. 



OBJECTIVES OF IMPACT AID 

1 

Through a review of the legislative history of impact aid legislation and discussions With many pf 
the individuals who have affected the evolution of the current program, Battelle has identified three major 
objectives that are served by the impact aid program. These are (1) to provide good schools 
connected children, (2) to offset the economic burden of federal activities on school districts, and (3) t 
provide a mechanism for increasing federal support of elementary and secondary education. 



Providing Good Schooli for Federal Pupils 



Unquestionably one of the strongest motivations for tho passage of P. L. 874 and P. L. 815 in 9 
was the s^ituation of federally connected pupils. ★ In many areas of the United ^><=ate»> "brin/ 

were refusing to accept pupils from federal installations. In other cases, these students were being 
accepted only if their parents paid tuition. Even where school districts accepted responsibility for 
feder^ pupil^ many districts were unable to provide a reasonable standard of education because they 
did not have sufficient tax base to provide both for local pupils and large numbers of pupils living on 
federal installations. The resulting situation was found by Congress and the Executive Branch to be 
highly undesirable because (1) many federally connected children were not receiving adequate educationa 
opportunity, (2) tuition charges were considered an undue burden on federal parents when free 
education was available to the children of all other parents, and (3) severe educational problems made 
feder.-l employment less attractive. 

The concern with providing good .chool. lor federally connected children ia applicable both to 
children living on federal property (who can be denied accea. to achoola 

living in privately owned dwellings (who cannot be denied free public education, but can be denied hig 
quality education). In the courae of ila operation, the federal government mu.t recruit and retoin em- 
ployee’ll to work in remote area, building dam. and managing foreata. to be ahifted throughout the 
aa military requirement, dictate, and to locate oul.ide of major citioa to work ‘‘omic «"”«y and other 
specialized federal activities. Thus, the federal government is concerned with all of the schools with 
which it. employee, will come in contact. A military officer, for example, can 

hi. children to a dependent', achool In France (operated directly by the Department of Defenaeh a baae 
operated achool at Fort Campbell, Kentucky (funded under Section 6 of V. L. 874), and ‘he public 
achool. of Lawton, Oklahoma (operated aa a regular Oklahoma achool ayatem, but aided by P. L. 874 pay 
ments). The officer's perception of the desirability of his work is likely to be influenced by his impres- 
sions of the adequacy of his children's education in all three situations. ^ 



»:«This situation, and the early background of the legislation, are svell explored in (, M. Labovitz, Aid _for 
Federally Affected Public Schools (Syracuse, 1963), Chapter 1. 



BATTELIE MEMORIAL INSTITUTE - COLUMBUS LABORATORIES 

er|c 



1-2 



K0509 



The objective of good ■choole for f<sderal pupila has two facets. The first is that the lack of free 
public education for any school-age child in the United States ie to be deplored, and federal children are 
the one category of children that might be denied such education if a federal program were not designed 
to meet the problem. The second is that the federal government as an employer may find value in pro- 
viding relatively good schools for the dependents of its employees. For example, one Member of Con- 
gress has argued: 

. . .the Congress has provided the impact program not only to compensate for the 
burden but also to assure the parents in the Federal service that, regardless of 
where they are called upon to serve, their children would be afforded a certain 
standard for education. 



Offset ti ng the Economic . ‘ lurden of Federal Activities 
on School Districts 



As seen by many supporters of impact aid legislation, federal installations have the impact of in- 
creasing school costs without a corresponding increase in school revenues, or the effect of reducing 
school revenues because federal property is not subject to local taxes. When the federal government 
causes a student to become enrolled in a public school syjtem, the system's costs must increase if the 
same level of education is to be provided to the students in the system as was provided before the coming 
of the federal pupila. This situation occurs regardless of whether the federally connected pupils live on 
a federal installation or in private residences. If a district is to maintain the same class sizes, it must 
build more classrooms and hire more teachers to accommodate its expanded enrollment. 

The costs of educating pupils drawn to a school district by a federal activity could conceivably be 
offset by the added revenues of a school district caused by that activity. However, in the case of students 
living on a federal installation (e. g, , a military base) whose parents work on the installation, the school 
district cannot collect property tax on either the residence of the child nor upon the place of employment 
of the parent. In the case of a child living in private (taxable) property but whose parent works on federal 
(tax exempt) property, it can be argued that the school district incurs the full cost of education of the 
child but is denied part of the tax revenues that it would normally receive from children of employed 
parents because the place of work of the parent is not taxable. 

It can also be argued that the federal government creates a burden on school districts even when it 
does not cause an increase in enrollment. Such an impact could occur, for example, when the federal 
government acquires private (taxable) vacant land for use as a pond behind a federal dam. The school 
district's tax base is reduced by the federal action but its educational costa may not be. In a more 
speculative case, it can be argued that if the land occupied by a federal installation were not occupied 
by the federal government, it would be occupied by a taxpaying Industry that would improve the revenue 
position of the school district. ? 

This logic of the burden of federal installations clearly underlies the current impact aid program. 
To establish this, one need look no further than the declaration of policy in Section I of P. L, 874 which 
states: 



In recognition ojE the. responsibility of the United States for the impact which 
certain Federal activities have on the local educational agencies in the areas in which 
such activities are carried on, the Congress hereby declares it to be the policy of the 
United States to provide financial assistance. . .for those local educational agencies 
upon which the United. States has placed burdens by reason of the fact that-- 

(1) the revenues available to such agencies from local sources 
have been reduced as the result of the acquisition of real 
property by the United States: or 

(2) such agencies provide education for children residing on 
federal property: or 

• 

’i'Commcnts of Representative Bell in U. S. Congress, House of Representatives, Committee on Education 
and Labor, General Subcommittee on Education, Hearings, Impact Aid , 89th Congress, Second Session, 
1966, p 48. 

(T 
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(3) such agencies provi<Je education for children whose 
parents are emplo^^ed on Federal property; or 

(4) there has ^een a sudden knd substantial increase in 
school attendance as the result of Federal activities. 



Increasing Federal Support of Elementary and Secondary Education 



Since 1950, the costs of education in the United States have skyrocketed as (1) more pupils attained 
school age, (2) school retention, rate a increased, (3) those engaged in education demanded increased 
compensation commensurate with their worth as they see it, (4) various new technologies made available 
many instructional aids - all at significant cost, and (f) public standards for schools improved. These 
increasing demands for funds coupled with education's iependence upon taxes that do not respond readily 
to inflation (particularly the local property tax) led to t genuine fiscal crisis in education. Under those 
circumstances many Americans - parents, teachers, local superintendents, school board members, 
federal administrators, and Members of Congress - sought additional funds for education from any and 
all sources available. One of the obvious sources was the federal government, and for many years the 
only meaningful way to transfer federal funds to local districts for elementary and secondary education 
was the impact aid program. 

Over the years, as P. L. 874 eligibility criteria have been relaxed and more districts have entered 
the program, impact aid has become an important source of funds for districts that receive it. Leaders 
in many of these districts believe that they have educational problems - not necessarily related to 
federal impacts - that defy solution within the local and state resources available to them. Under these 
circumstances they see federal funds as the only answer, and find P. L. 874 as the best vehicle currently 
available for getting these funds. These districts find in P. L. 874 the only federal education program 
that does not dictate how the funds are to be used. Because many of the problems encountered by these 
districts do not fall within the scope of existing categorical aid programs, the districts have a strong 
interest in the continuation of impact aid. 

The concern of these districts with acquiring additional revenues from any source (and with keeping 
established revenue sources such as P. L. 874) is one of the most potent factors in determining the 
character of the current program and the controversy over it. For many school leaders the concern 
over increasing federal funds overwhelms any concern over the characteristics of the program through 
which those funds are provided. For example, one school superintendent in an interview with a Battelie 
staff member admitted that the P. L. 874 payments to his district dlearly overcompensated for any 
federal burden on the district. However, he argued that numerous school districts in his state got wind- 
falls. For some, the windfalls came from a concentration of high valuation industrial property, for 
ethers it was shared revenues from federal lands, for his district it was P. L. 874. As long as school 
districts in the State have such windfalls he argued that he should get his (in the form of P. L. 874 
assistance). 

Another superintendent indicated that P. L. 874 was not really designed as a systematic federal 
attack on the special problem of Indian education, but argued that the program was the best alternative 
currently available to districts educating Indian children. Comparable arguments were made for pro- 
viding P. L. 874 funds to large cities - both on the basis of public housing children and regular federal 
employees' children. These arguments were based more upon the needs of large -city school systems 
than on the economic impact of the federal government. 

At the national level a number of organiaed groups (and Members of Congress) are pursuing the 
objective of increasing the percentage of elementary and secondary education expenditures financed by 
the federal government. To some of tliese groujjs and individuals, P. L. 874 is simply a means to the 
end of greater federal sharing of educational costs. Their evaluation of the appropriateness of the pro- 
gram is thus highly sensitive to their perceptions of the alternatives available to them. If they had the 
choice between some federal educational program of their own design and the current P. L. 874 program, 
they probably would not support the current P. L. 874 program. However, perceiving that they have no 
such choice in the real world of educational politics, they support P. L. 874 as being better than nothing 
even if they believe that it may overpay some districts 'and be somewhat inconsistent with a program de- 
signed to meet the net burdens of federal installations. 

In discussing imptui aid with individuals concerned with national support of elementary and second- 
ary education, Battelie encountered comments like that paraphrased below; 
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I think of P. L. 874 as a kind of river of funds that, along with other 
tributai^y rivers, creates a flow of federal dollars to education< I am really 
concerned with the total flow, which is far too small. In your study you may 
find that the river is pretty muddy, or that it meanders too much, but it still 
does the job of getting federal funds into local schools. Unless there are better 
rivers available, we will continue to fight for the rivers we already have, as 
an imperfect flow of funds for education is better than no flow at all. 

The function of P. L. 874 in providing general education assistance does not end with the interest 
of local districts in retaining their existing funding sources. Among many educational leaders a belief 
persists that impact aid is politically necessary means to adoption of further federal education programs 
and full funding for existing programs such as Title 1 of the Elementary and Secondary Education Act. In 
the context of legislative attempts to ensure full funding for all education legislation, many observers 
believe that impact aid encourages Members of Congress who would normally not vote to increase the 
President's budget for social programs to support increased education appropriations. For these ob- 
servers, P. L. 874 is seen as a means to get other educational legislation passed. 

To some, the lack of a federal program of general aid for education has always seemed undesirable 
Having been unsuccessful in obtaining a direct general aid program, they view impact aid as a way of 
getting general aid indirectly. To them, P. L. 874 provides a good vehicle because (1) it is politically 
popular, (2) it is widely accepted in the Congress, (3) it has effective and well organized supporters in 
practically all states and congressional districts, (4) it has low administrative costs, and (5) the uses of 
funds by the. recipients are not controlled by the federal government. To this group the logical evolution 
of P, L. 874 Is from a program concentrating assistance upon areas heavily impacted by military instal- 
lations (basically the program passed in 1950) to a program that provides assistance based upon 
children - whether federally connected or not. 



Relationships Among Objectives 



While the three objectives listed above are related, they are by no means identical. It would be 
quite possible to meet the objective of providing good schools for federal children without providing 
assistance in all cases where the federal government has caused a net burden and without developing a 
program that would move toward general educational assistance. For example, such a "good schools" 
program would not need to provide funds for a district with high industrial tax valuation even though the 
per pupil tax valuation might be lower as a result of the federal impact. On the other hand, a program 
designed to meet the net burden of federal pupils might still be inadequate to provide good schools for 
federal pupilii (e. g. , in a poor rural school district with only a few federal pupils on whom assistance 
payments could be based). Further, a program providing for meeting the net burden of federal installa- 
tions might not provide entitlements as large as the current impact aid programs and thus, not do as 
good a job of providing general aid as the current programs. Conversely, a general aid prograrn — or 
a P. L. 874 program expanded to meet general aid objectives but not fully funded -■ might well fail to off- 
set fully the net burdens of federal installations or to provide good schools for federal pupils. 



Different Objectives as the Source of Conflict Over P. L. 874 



Much of the controversy over impact aid arises from the different objectives being pursued by 
those who take positions regarding it. These differing objectives make it unreasonable to expect 
complete consensus to develop around any single concept of impact aid. Specifically, even if Battelle 
has designed an impact aid program that perfectly compensates for the net burdens of federal installa- 
tions, the program may be unacceptable to rational men of good will who see the purpose of impact aid 
as extending beyond compensating for the net burden of federal installations. For example, to those^ 
seeking to forge a political alliance adequate to carry a program of general educational aid, a perfect ‘ 
net burden program would appear as a poor impact aid alternative. A program that provided good schools 
for federal pupils by targeting federal payments toward the education of these pupils rather than by .mak- 
ing payments available for all children in the Impacted district (as the current program does) would be 

'•‘These conflicts among objectives are by no means academic. The impacted districts have in 1969, had 
a substantial .internal debate over whether pi\blic housing entitlements (reflecting a general aid broaden- 
ing of the P. L. 874 concepts) should share in P. L. 874 appropriations if less than enough money were 
available to pay full entitlements. 
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' found unacceptable by the recipient districts and probably by the advocates of using impact aid as an ap- 
proach to general aid. A program explicitly designed to meet general aid objectives (without any special 
provision for federally connected pupils) would appear unsatisfactory to those districts thit do perceive 
a net burden from federal installations and by those parents (and their federal employers),- who believe 
that federal pupils may deserve better education than the combination of a reasonably sized general aid 
program and state and local fiinds would provide. 

This difference in objectives means that a repoi’t such as this has certain inherent limitations. 
While it may develop a good program designed to meet net burden objectives - it may not bridge the gap 
between an Administration interested in meeting the net bxirden of federal installations and school dis- 
tricts interested in preserving and expanding their revenues from the federal government, regardless 
of the burden of federal activities on them. 



A STRATEGY FOR DEALING WITH THE 
MULTIPLE OBJECTIVES OF IMPACT AID 



While research can be used to discover the objectives of various decision makers who deal v/ith 
impact aid, that research can never indicate whether such, objectives are soxind. Inherently, the estab- 
lishment of program objectives involves value judgments. For example, whether the federal government 
should attempt to impose the costs of educating children of federal employees upon local taxpayers, or 
pay those costs itself, involves a value judgment not amenable to research findings. There is good 
reason to believe that researchers are no better at dealing with these questions than any well informed 
citizen. Thus, this report does not attempt to «.rgue that any of the objectives of impact aid are either 
'•good" or "evil". 

Research can contribute substantially to consideration of objectives in several ways. First, re- 
search can indicate the feasibility of pursuing or not pursuing an objective. For example, research can 
indicate (as this report does) whether the federal government could impo.se the costs of educating federal 
pupils on local taxpayers. Second, research can indicate the consequences of not pursuing an objective. 
It can help to answer the question: How would educational systems in heavily impacted districts be 
affected if the federal government did not pursue an objective of good schools for federal pupils or meet- 
ing net burden from federal installations? Third, research can point out circumstances where some 
alternative program might be more effective in achieving an objective. Fourth, research can help the 
decision maker consider his potential selection of objectives by pointing out the costs of pursuing (or 
achieving) those objectives. This type of research can tell the decision maker what he can get in rela- 
tion to what he has to pay to get it. With this infornxation the decision maker can then determine whether 
his objective is "worth" achieving. To achieve these four useful results this report adopts a series of 
explicit program analysis strategies which represent specific articulations of the objectives of impact 
discussed earlier. These explicit strategies take the form of statements about what a "perfect" impact 
aid program should or should not do. These statements in turn form a set of decision rules by which 
program choices can be made among the set of available program alternatives. These strategies are 
described below. 



Providing Good Schools for Federal Pupils 



Persons concerned with. education are painfully aware that the field lacks any agreed measure of 
educational accomplishment. This lack stems primarily from the fact that educators, parents, admin- 
istrators and others do not agree on exactly what the educational process is flvip[)<)sed to accomplish. As , 
a result educational quality is frequently measured by inputs rathe,r tlian laitput.s. Such input measures 
include (1) the educational attainm'ent, experience and compensation of teacher. s, (2) the quantity of instru 
ctional materials, (3) the availability of special programs ranging from vocational education to counseling, 

*In economic terms, this is an income redistribution question. It is comparahle to LIto. question of whether 
government should tax the rich to subsidize the poor (or vice versa) or tax citizeius of New York to im- 
prove the welfare of citizens living in New Mexico. Ficonomlsts have long recognized the impossibility of 
saying whether society as a whole is better or worse off when it takes money from A to give to B. 
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and (4) the ratio of pupils to teadher^. These input measures are all reflected in the per pupil costs of 
education. • For the purposes of this studV only , Battelle has assumed that increased educational inputs 
are related positively to increased educational outputs. From this it follows that the more a school sys- 
tem spends per pupil the better it is. 

Per pupil expenditures for federally connected pupils tend to be the identical with per pupil expendi- 
tures for non-federally connected pupils in the same school system. This finding is based upon the fact 
that the largest group of federally connected childreif^j (the children whose parents live on private property 
but work 0 X 1 federal property) are educated in the sar .e classrooms as their non-federally connected 
neighbors. In the cade of the students who reside on .federal property, the same determinants of educa- 
tional costs (e. g. , teacher salary schedules, and instructional materials) generally prevail for the 
federally connected children as for those that are not federally connected, even though the federally con- 
nected children may attend school in a different school building. Thus, federally connected pupils in a 
particular school system are presumed to be getting a better education if the expenditures per pupil in the 
district are increased, and k woirse one if they are decreased. This presumption, particularly when it is 
used only to compare expenaiture levels within the same school system, simply reflects the common 
sense notion that greater expenditures on education tend to increase education output to some extent. 

The only way that impket aid can raise the per pupil expenditures for federally connected pupils in 
a district is to raise the per pupil expenditures for all pupils in that district. This presumption suggests 
that the marginal efficiency, of federal dollars used to pursue the objective of good schools for federal 
pupils is a function of the federal impact upon the district as measured by the percentage of pupils that 
federally connected. Table 1. 1 compares the change in expenditures per federal pupil to the change 
in expenditures in an impact aid program for districts of varying federal impact. 

TABLE 1.1. IvIARGINAL EFFICIENCY OF IMPACT AID IN PROVIDING 
GOOD SCHOOLS FOR FEDERAL PUPILS IN VARIOUS 
DISTRICTS 



Federal Students 
as Percent of Total Students 


Increase in Per Pupil Impact Aid Payment Needed to 
Increase Expenditures Per Pupil by $10. 00 (dollars) 


100 


$ 10.00 


'50 


20. 00 


20 


50. 00 


10 


100. 00 


5 


200. 00 


3 


333. 33 


1 


1,000. 00 


1/2 of 1 


2, 000. 00 



Source: Battelle calculations. 



Where a district is composed entirely of federal pupils, all impact aid payments accrue to the bene- 
fit of those pupils. On the other hand, in a district where only 3 percent of the pupils are federally 
connected, the federal government must spend $333. 33 in impact aid funds ($323. 33 of which goes to non- 
federal pupils) for each federal pupil to be benefited by a $10. 00 increase in per pupil expenditures. This 
suggests that impact aid is a poor tool for providing better schools for federal pupils in the lightly im- 
pacted districts because such a small percentage of impact aid expenditui'cs actually benefit the federal 
pupil. In the extreme case of a district educating 10, 000 pupils only one of whom was federally connected, 
the federal government would have to pay the price of improving the education of 9, 999 non federal pupils 
in order to improve the education of the one federal pupil. »!' It follows from this that the only totally effec- 
tive way to provi de good schools for all of the federally connected pupils in the United'^Statea is to provide 
good schools fo r all pupils in districts educating federally connected pupils. 'I'hi.s is tantamount to orovidinc 
good schools for all pupils . — 



It is also true that for the purposes of improving the education of federal pupils in lightly impacted 
districts., a program of impact aid may be no better than expending the same funds on a program to aid all 

<«This problem could be overcome by earmarking the assi.stance for the use of the federal pupil, but be- ’ 
cause of the potential to shift locally financed expenditures away from federal pupils U> non -fotlcral 
ones, it is doubtful if such earmarking could be effective. 
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pupils. For example, in a district of 100 pupils that had three federally connected pupils the federal ; 
government could achieve the same effect by providing $1, 000 in revenue sharing (or federal education 
aid on a $10 per pupil basis) as it couid by paying $1, 000 based upon a payment of $333 for each of the 
federal pupils. In either case, the federal pupils (and the non-fedcral pupils) would benefit from a 
$10. 00 per pupil increase in educational expenditures in the district. 

Thus, an objective of providing good schools for federal pupils would indicate that federal impact 
payment should be concentrated where it is most effective - that is upon the most heavily impacted 
districts where the payments would be less diluted by the necessity to raise expenditures for non- 
federal pupils at the same time they are being raised for federal pupils. Also, for very lightly impacted 
districts, payments of general aid for education based upon all pupils may be more efficient in improving 
the level of education provided to federal students than payments of impact aid based only upon federal 
students. 



Increasing Federal .Support of Elementary and Secondary Education 



While the impact aid program does have the effect of increasing federal support of elementary and 
secondary education, it is by no means the only program available for this purpose. Although impact 
aid is inherently easier to administer than most federal education programs, other federal education pro- 
grams could be developed that would be even easier to administer than impact aid with its students sur- . 
vey procedures. These alternatives include: (1) revenue sharing — the sharing of some federal tax 
revenues with school districts based upon a formula allocating funds in proportion to the expenditures 
or revenues of the recipient, (2) educational grants to state governments for distribution within the 
states, and (3) per pupil federal grants based upon the numbers of pupils in a district. Other more 
complicated alternatives are also available, such as a federal education program targeted toward large 
cities and/or poor rural areas, or a program that would, like state equalization formulas, provide a 
minimum standard of education throughout the United States, regardless of the wealth of a particular 
state or school district in which a student happens to be found. 

By comparison to programs like those listed above, impact aid has major disadvantages as a 
vehicle for increasing federal support of elementary and secondary education. The most important of 
these is that the distribution of educational problems among districts in the United States does not corre- 
late with the distribution of federal pupils among those districts. The heavier the federal impact (mea- 
sured by the percentage of students that have parents working on federal property), the less is the prob- 
ability of a large percentage of disadvantaged students. Likewise, districts with heavy federal impact 
do not usually include the rural pockets of poverty that constitute the districts in the United States with 
the lowest tax base per pupil. In short, impact aid is an imperfect way to reach many of the educational 
problems of the United States. For these reasons, Battelle has not tried to design an impact aid program 
directed towards the objective of increasing federal support for elementary and secondary education on 
the grounds that that objective can better be achieved by some vehicle other than impact aid. * 

Battelle is not in a position to make basically political decisions on the relative importance of 
federal spending on education, vis-a*vis federal spending on space, defense, housing, or other pro- 
grams. Nor is Battelle in a position to make any judgments concerning the relative desirability of lower 
taxes and fewer federal programs or more federal taxes and more programs. For that reason, we have 
considered alternatives not in terms of whether they would provide more or less federal dollars for 
education, but in terms of whether they represented the best use for education of any given level of 
federal dollars available for educational purposes. We recognize that many readers of this report may 
not accept this assumption and will believe that if the impact aid program is reduced, the savings will 
not be expended upon other educational programs. All readers of this report should recognize that the 
recommendations below are based explicitly upon the assumption that their implementation would cause 
neither an increase or decrease in federal funds th at would otherwise be devoted to eleme ntary and 
secondary education . 

Battelle has not, however, sought to balance other programs for the support of elementary and 
secondary education by recommending increases in particular non-impact aid programs to "spend" any 

•i'Cne very important political question avoided by this approach is whether the continuation of a pro- 
gram of impact aid that is unlikely to receive Administration recommendations of full funding is nec- 
essary to enhance the political support for Congressional action to move toward full funding of other 
education programs. Battelle is Obviously not in a position to answer a question of this type. 
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savings from our inr.pact aid recommendations. For example, the recommendations of this study would 
tend to reduce the impact aid payments to many of the nation's large city school system:^. This is not a 
conclusion that large cities should get less federal education funds. It merely means that impact aid is 
not the appropriate vehicle to provide such funds. 



Another aspect of the relationship of the objective of increasing federal funds for elementary and 
secondary education and the objective of compensating for the burden of federal installations merits 
mention. Many leaders of school districts that are heavily impacted by federal activities have supported 
the broadening of the program toward general federal aid to education on the theory that such a step was 
necessary to insure that a program of meeting the economic burden of federal installations would be con- 
tinued and fully funded. The underlying theory was that to obtain Congressional support (in order to pre- 
vent Presidential recommendations for reduced aid from being ihnplemented),| it would be desirable to 
insure that impacted aid recipients could be found in as n\any Congressional districts as possible. * If it 
is true that providing assistance to districts not burdened by the economic impact of federal activities is 
necessary to continue a program of assistance to districts that are burdened, then a program of impact 
aid confined to meeting that economic burden could not achieve its objectives. 



Offsetting the Economic Burden of Federal Activities 



The elimination of the general aid objective from consideration yields a strategy that directs atten- 
tion toward the dual objectives of (1) providing good schools for federal pupils and (2) offsetting the 
economic burden of federal activities. Because (for the reasons discussed in Chapter 2), the economic 
burden of federal activities tends to be most significant where the percentage of federal pupils is the 
highest, and because the marginal efficiency of federal funds used to provide better education for federal 
pupils is also highest in these same districts, the two objectives of offsetting the economic burden of 
federal activities and good schools for federal pupils tend to converge. 



The Decision Rules for Design of a Program 



Based upon this analysis, Battelle has sought to design a federal program of impact aid that approxi- 
mates the objective of offsetting the net burden of federal activities as closely as is feasible. Likewise, 
the present program la evaluated in terms of that objective. This approach results in the following three 
decision rules; 

(1) The formula recommended should come as close as possible to measuring net burden, treat- 
ing overpayrnents and underpayments as equally serious errors . It can be argued that federal budget . 
stringencies and the. Importance of conserving scarce federal funds for other federal programs would 
indicate that all doubts about the validity of payments should be resolved in favor of reducing the costs of 
the impact aid program. Such an argument would dictate that, to the extent that any formula would not be 
a perfect measure of net burden, errors should be made in the direction of underpayments rather than 
overpayments. 

Alternatively, it can be argued .that the consequences of underpayment is unfair treatment of dis- 
tricts by the federal government, while overpayments simply tend to increase elementary and secondary 
education expenditures or reduce local tax burdens and that, therefore, any uncertainty should be re- 
solved in favor of higher payment levels. 

In formulating recommendations, we have accepted neither of these approaches but have inste.ad 
tried to approach net burden concepts as cloeely as we know how. Decisions to prefer underpayments to 
overpayments or vice versa are inherently political ones, 

(2) Other things being equal, underpayments should be avoided more in heavily impacted districts 
than in lightly impacted districts, and overpayments should be avoided more in lightly impacted districts 
than in heavily impacted districts . Because impact aid accounts for a much larger proportion of total 

’•‘This logic in effect presumes that no Administration will evei* be in a positioq of recommending payment 
of full entitlements for an Impact aid program, which may or may not be true. It also presumes, in 
effect, that the more a federal ])rogram costs the easier it is to get appropriations for it. Whether these 
presumptions are true is a political question upon which Battelle makes no finding. 




BATTELLE MEMORIAL INSTITUTE >• COLUMBUS LABORATORIES 



i-9 











revenue* (and revenue resources) in such districts, underpayment mistakes are more serious in heavily 
impacted districts. Underpayment of 10 percent in a district that gets 50 percent of its funds from 
impact aid implies a school budget that is 5 percent too low: but underpayment of 10 percent in a district 
that gets only 5 percent of its budget from impact aid implies a total budget that is only one -half of one 
percent too low. On the reverse side of the same coin, overpayment in a district with a high concentra- 
tion of federally connected pupils tends either to provide good schools for federal pupils (an objective of 
the program) or tax relief for their parents - in most cases, probably a mixture of the two. On the 
other hand, overpayment in a district that has, say 10 percent federal pupils means that 90 percent of 
the benefit of the overpayment will not go to federal pupils. 

(3) Other things being equal, underpayments should be avoided more in poor districts than in rich 
^ districts and overpayments should be avoided more in rich districts than in poor ones . This proposition 
follows from two principles. First, there is the notion that an overpayment in a rich district does less 
for improving the education of federally connected students than a similar overpayment in a poor district. . 
^ Assuming that (1) rich districts are likely to spend more for education than poor districts, (2) that impact 
aid is spent for education (as opposed to being used to rbduce local tax effort), and (3) that the marginal 
productivity of a dollar spent for education decreases as the total amount spent increases then overpay- 
ments in rich districts produce less additional gain for improved education of federally connected pupils 
than a similar error in a poor district would. 

Second, there is the equity concept of equalization -.that is a redistribution of tax base wealth in 
effect to make every school district capable of maintaining the same level of educational quality for the 
same tax effort. Thus, if one assumes that impact aid goes to reduce local effort, it follows that tax 
relief is more appropriate in poor districts than in rich ones. For example, we have presumed (without 
attempting to prove) that moving from per pupil expenditures of $400 to $420 yields a greater gain in 
educational output than moving from expenditures of $1, 000 per pupil to expenditures of $1,020. In 
reverse wo have assumed that reducing per pupil expenditures from $400 to $380 in a district is more 
sever* in its negative educational impact than reducing p ir pupil expenditures from $1,000 to $980 in 
another district. 



PROGRAM COSTS AND EDUCATIONAL BENEFITS 



The federal funds used for the impact aid programs ar^j not free. They must be raised from the 
federal taxpayer or, assuming constant taxes and no borrowing, must be provided at the expense of some 
other federal program or activity. In dealing with the economic consequences of costs of an impact aid 
program, it is important to consider the purpose for which the cost is incurred (or avoided). Specifically 
we will examine the economic consequences of cost incurred in (1) administering the program, (2) in- 
creasing direct educational expenditures, and (3) in reducing tax effort. 



Administrative Costs 



{ Administrative expenses for impact aid are, of course, necessary. These expenses, however, 

I represent a using up of national resources without direct benefit to students. The administrative costs 

j that should be taken into consideration fall in three groups. First, there are administrative costs that 

I are explicitly budgeted as represented by a salaries and expense appropriation for federal Impact aid. 

I Second, there are the administrative costs at all levels of government that are not normally identified 

I as impact aid costs. At the federal level these include the expenses of the Office of Education and the 

Department of Health, Education, and Welfare overhead relatable to impact aid employees and the ex- 
penses other government agencies incur in connection with the program. At the state level these costs 
consist of the efforts devoted to administration of impact aid (without compensation from the federal 

I government). At the local level these costs include the costs of making student surveys, filing applica- 

tion forms, urging Congress to appropriate funds and miscellaneous functions (such as filling out Batte lie's 
questionnaire on P. L. 874 and P. L. 815). Third, there are the administrative costs that do not appear 
I anywhere in any government's budget. Not the least of these are efforts required on the part of parents 
I of some 22 million children in districts receiving impact aid to fill out the student survey forms required 
by the program. 
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Program Cowts Used to Increase EdtrcaVional Inputs 



In many districts that receive P, L. 874 payments, the impact of these payments is undoubtedly 
to increase spending on education by the amount of the payments. In these cases (given our assumption 
that increased educaitional inputs give rise to increased educational outputs) the expenditures' arc, unlike 
administrative costs, always productive of additional, education. 



Program Costs Used to Keep Taxes Low 



Many persons involved in the impact aid program assume that all of the impact aid dollars rep- -' 
resent net additions to educational spending. Others see that this effect does not always occur, but are 
• concerned when it doesn't. For example, Representative Perkins (now Chairman of the Mouse Education 
and Labor Committee) once commented that a report by the Stanford Research Institute had pointed out 
"that these funds in certain sections of the country have supplanted local effort which certainly is bad 
and none of us want to see that happen". 

The use of federal dollars to avoid increasing local taxes is a natural result of the present pro- 
gram. Given the underlying theory of the program, it is not necessarily a bad result. If the federal im- 
pact upon a district is to increase the number of pupils without increasing the tax base, in the absence of 
impact aid the district must raise its tax rate in order to provide the same expenditures per pupil it would 
have without the federal pupils. Because forcing the local taxpayers to raise taxes to support federal 
pupils is considered unfair, the federal government provides assistance that, roughly speaking, allows 
the district to maintain its per pupil expenditures without having to r.aise taxes. 

Given this situation it is not surprising that a number of districts advised Battelle in response to 
its questionnaire and in personal discussions that the effect of reduced P. L. 874 payments would be to 
force them to increase taxes to maintain their educational programs. To the extent this is true the 
P. L. 874 payments made by the federal government avoid the necessity for higher taxes. This means 
that in at least some districts the effect of impact aid is to reduce taxes below what they would otherwise 
be. So viewed, some impact aid payments are simply transfer payments from the general taxpayer to 
local taxpayers in recipient districts. 



Implications of the Analysis of Cost 



This analysis of cost is significant for the design and evaluation of impact aid programs because of 
its implications about the consequences of error. Assume for the moment that the appropriate impact 
aid program exactly compensates for the net burden of federal installations. An error in program design 
that causes administrative costs to be 5 million dollarii more than they should be represents sheer waste 
of national resources (assuming that the employees could find work elsewhere in the economy). An error 
in program design that causes 5 million dollars in ove}*paymonts to districts that spend the funds for 
education may cause per pupil expenditures in those districts to be, say $670 per pupil rather than $660 
per pupil. Such an error is undesirable (by definition) b\it the consequences are better education in some 
districts. Though those may not be the districts in which the 5 million could be used the most productively 
the funds arc clearly not wasted in the way they would be if used for administrative costs. Likewise, 
an error in program design that causes 5 million to go to districts that as a result have lower local tax 
rates merely represents a transfer out of the pockets of general federal taxpayers to the pockets of the 
local taxpayers. This transfer may or may not be desirable from a social point of view, but in any case 
docs not represent the using up of any economic resources. 

This analysis of error consequences indicates that federal budget impact alone is not the appropriate 
criterion for judging alternative impact aid approaches. Assume, for example, that it could be shown 
that increasing administrative costs by 5 million could save 5 million in payments through cutting 
down the local contribution rates claimed by recipient districts. From the federal budget perspective, 
increasing the administrative costs wouldn't seem unreasonable “ it would represent spending 5 million 
to "save" 5 million. From the national point of view, however, the added administrative costs would be 

’•'‘U. S, Congress, House of Representatives , Conimittoi? on Education and Labor, Geneval Subcommittee 
on Education, Hearings, Impact Aid, 89tli Congress, ^nd Session, 1966, p 69, 
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hiffhlv imdeairable Theae added adminiatrative coato conaume aocial reaourcea without producing much 

^ociU oSJ tte other bond, if th. ov.rp.ym.nt. «. u.od to program. 

they illl preeum.bly reeult In better eduction. U the overpeyment. are ueed to reduce local taxejj^, they 
reeulMn fncrcelng the roeourcee which Uxpayere have .vailable for the.r per.onal con.umpt.on ob- 

jectlvaa or to pay other typea o£ taxea. 

The moral o£ thia analyaia ie that in the context of impact aid not all coata are equivalent. Moving 
toward limr. pr.cl.lon in calcuUtion. of entitlement, (with re.ulting Incr.a.e. in 

may be more expenaive to aociety than tolerating aome over-iaymenta (or underpayments i£ the aavinga 
were uaed £or eocially deairable purpoaea) £or the aake o£ an eaally adminiatered formula. 



OTHER DIMENSIONS OF ANALYSIS 



Any program aa large as the current impact aid program is bound to have a !’f 

aions tha^ institute a significant portion of the overall impact of such programs, fo the case of impact 
lirtheiirinclude the effects on the overall relationships among federal, aUte and local «®yernment in 
.. j a,. fha imnect uDon State aid efforts and the formulas used to distribute state aid, the 

efL:fu;r:cLo“ku:r‘^”^^^^^^^ con.olld.tion; and the overall effect, upon thi di.trftutlon 

of cttocrreecurc.,. among valllou. etate. and local area.. B.ttell.'. etr.tegy of analyeU mclude, 
apecific treatment of the.e effect, for both the current program and the recommended program. 



SUMMARY 



Impact aid currently serves a number of quite separate objectives. These include providing 
better schools for federal pupils, compensating for the net burden of federal instalUtions and mcreasi^^ 
federal financial support for elementary and ■^‘^“"dary education. The sUe and nata^^ 
impact aid program depends upon which objective one selects for the program. A program designed to 
achieve one objective may do poorly in terms of one of the other objectives, 

The primary focus of the remainder of this report is upon the objective of offsetting the economic 
burden of federal activities on school districts. This chapter concluded that the objective of good schools 

far flSeraftTMli a. ..ally be achieved by general aid a. by impact aid In die- 

di ■fringe end noted that the greatest concentrations of federal pupils were likely to be found In those die 
tricts where the economic effect of federal activities was most significant. ®®cause Impact aid (with its 
i^emnt feature of counting federal pupil.) 1. 1... ..tfafactory a. an approach to lncr..j^f.d«.l . up- 
port of eUmentary and ..condary education than a group of other 

made In thl. report to convert impart aid into a more general program of educational a.el.tenee. 



'i 
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CHAPTER 2: THE ECONOMIC^IMPACT OF FEDERAL 
ACTIVITIES ON SCHOOL SYSTEMS 

THE CONCEPT OF NET BURDEN 



School auptorintendents in areas near federal installations perceive a burden from the installations. 
Thcfc perceptions vary, but basically incorporate elements of. an increase in the number of children to 
educate, coupled with income loss as a result of the non -taxability of federal installations. Other ob- 
servers have noted that many areas work very hard to get federal installations located in thuir commun 
ity and fight any attempt to close those installations. Many find this desire to have more federal activity 
inconsistent with the notion that that activity creates a major burden upon the community. These dis- 
agreements about the current impact aid program can be traced to this basic argument over impact. 



Burden on 'Whom? 



A significant source of conceptual difficulties in dealing with burden has been the failure to specify 
with precision on whom the alleged burdens and benefits are presumed to have fallen. J’or example, it 
is possible that a new federal installation will provide more income to a local storeowner without in- | 

creasing his costs, thereby creating a benefit for him. It is equally possible for the same installation 
tq bring new children into the school system without significantly increasing its tax base, in which case * 
a school superintendent will perceive a burden. Yet it is difficult to recognize a burden on a school sys- 
tem as a conceptual matter unless that burden is ultimately shifted from an institution to individuals 
cither as students or taxpayers. For this reason, burden needs to be specified in terms of who might 
ultimately bear it. 



What is Burden? 



The burdens of federal installations must work themselves out in one of two forms. Either the 
burden must be absorbed by children in the form of a reduction in the quality of their education or by 
the local taxpayers (or partly by state taxpayers through state aid) in the form of an increase in their 
tauc rates. To some extent that burden might also be absorbed somewhat by teachers and other school 
system employees in the form of lowered compensation. In the cases of the burden being borne either 
by the students or by school system employees, such burdens would only arise in the event that the fed- 
eral impact caused the revenues of the school district to be less per pupil than they would have ^c<sn 
without the installation. This situation could arise only if the revenues induced by the federal activity* 
were less in relation to the pupils caused to be in attendance through the federal activity than the exist- 
ing revenues of the district in relation to the existing pupils in the district. This definition is shown 
below: ^ 

Burdcns(Costs^j(}j - UostSy^i^||Q^^) minus (RevenueJ^^j^ - 



The Burden on Impact City 



For the purposes of showing the impact of the analysis of burden, Impact City has been invented as 
a hypothetical school district. The characteristics of Impact City schools are shown below. 



♦We exclude the effects of "forced" additional tax effort from the "revenues induced by the federal 
activity". 

♦♦In line with the note above, revenues are calculated at a fixed level of tax effort (i.e. , tax rates are 
held constant). 
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TABLE 2. 1. IMPACT CITY STATISTICS 



. ' .r. f -t — 

' ' ' 1 

Befoie 

Impact 

Students 100 

Tax Base $5| 000, 000 

Tax Rate 1 percent 

Expenditures Per Pupil $600 

Local Revenue $50, 000 

Local Revenue Per Pupil $500. 

State Aid $10,000 

State Aid Per Pupil $100 

Impact Aid $0 

Total Current Expenditures $60,000 



Source: A Battelle hypothetical case. 



After Impact: Alternatives 


Cost 

Adjustment 


Tax 

Adjustment 


Impact 

Aid 


200 


200 


200 


$6,000,000 


$6, 000,000 


$6,000,000 


1 percent 


1-2/3 percent 


1 percent 


$400 


$600 


$600 


$60,000 


$100,000 


$60,000 


$300 


$500 


$300 


$20,000 


$20,000 


$20,000 


$100 


$100 


$100 


$0 


$0 


$40,000 


$80,000 


$120,000 


$120,000 



To the purpose of this example, Battelle is presumed to have calculated accurately the number of addi- 
tional pupils (who may or may not have parents who are employed on federal property) caused by the 
federal activity and the added tax base (which may or may not be taxes on homes of federal employees) 
caused by the federal activity. 

Substituting these data into Equation 1, we find that the burden on Impact City would be $40,000. ♦ 
With no change in tax rates school revenues would have increased by $20, 000 by reason of the federal 
impact while costs will have increased by $60, 000. This calculation indicated that (assuming the facts 
as stoted) the federal activity would cause a $40,000 gap between school revenues and school expenditures 
in Impact City. This gap would, of course, never be .'allowed to develop as Impact City, like moat 
school systems, cannot legally run its operating budget in an unbalanced condition. 



The gap can be filled In one or a combination of three ways. First, the students can be made to 
bear the burden by a reduction in expenditures per pupil from $600 to $400 to balance the budget. Second, 
the local taxpayers can bear the burden by increasing the tax rate from 1. 0 to 1-2/3 percent. Third, 
the federal government can bear the burden through an impact aid program payment of $40, 000. In addi- 
tion, the state could increase its per pupil assistance from $100 to $300. 

The basic theory of net burden rests upon the value judgment that the federal government cannot 
equitably make either the students or the local taxpayers pay the added costs imposed by the federal 
government. From this theory it follows that a net burden impact aid program for Impact City would 

pay $40, 000. 



The Entitlements Formula 



From this %pproach it follows that the formula for determining impact aid entitlements under the net 
burden concept simply substitutes entitlements for the concept of burden in Equation (1). Thus, 

Entltlement*:(Coits^m,i - CostSv^rUhout) “ (Hevenuewith " R«vcnue^viti^„ut) 

where costs are based upon a constant per pupil expenditure and revenues are based upon a constant tax 

rate. 

■iiCosts without equals 100 students times $600 per student, or $60,000. Costs witli equals 200 students 
times $600 per student, or $120,000. Revenues wilhout equals $50,000 from local taxes plus $10,000 in 
state aid, or $60,000. Revenues with equals tax base (6,000,000) times tax rate (.issumcd to remain at 
1 percent) plus state aid ($20,000), or $80,000, 



BATTELLE MEMORIAL INSTITUTE - COLUMBUS LABORATORIES 



2-3 



Payment of such entitlements will mean that a school distx-ict v/ill offer the samf^ uuaiity education (mea- 
sured by cost) with the same tax effort (rate) with the federal imiMot as without. 



Key Assumptions in the Formula 

i > 

The entitlements formula described by Equation (2) carries some key asaumptiows or simplifica- 
tions that need to be examined specifically. 



Quality Measured by Cost. The formula arrives at an educational £ :ipenditure per pupil ixi the 
"with" federal impact case that is identical to the expenditure per pupil in the "without" federal inxpact 
case. It presumes that equal educational quality would b<! indicated by equal expenditures per pupil. For 
any given indicator of educational quality this relationship may not. hold. For example, 

(1) The federal induced pupils may live farther (nearer) to tiie schools thereby ino'casing 
(reducing) transportation costs. 

(2) The federal induced pupils (or the local pupils) may have charact;^rietics of a cost 
increasing or decreasing nature. Such characteristics might include concentration 
in grades with lower cost per pupil, discipline and guidance problems, incidence of 
mental retardation, physical defects, etc. , more administrative costs because one 
group moved more often than the other, and a variety of ether differences. 

(3) There may be economies of scale (or diseconomies of scale) indicating that the per 
pupil costs of educating additional students would be lesc (more) than educating the 
students already in the system. 

The implicit assumption of no economies of scale is wrong for very small school districts (e.g. , 
where there are insufficient students to support a reasonably sized school), but reasonable f<»r other 
districts. Most educational expenditures are a direct function of tbf number of pupils in the system. 
Educators consciously attempt to hold inputs constant on a per pupil basis by, for example, providing 
one book per child in a course, by keeping a constant pupil-teacher ratio and through calculating 
square foot building requirements on a per-pupil basis. To the extaixt that they aui coec? in fchio effovt, 
any economies of scale would have to be found in central administrative operations, punnasing, mainte- 
nance, and transportation. These categories represent a small portion of educations coats 

The key aspect of the assumption that cost measures quality can be seen by conside rm« the Impact 
City example, where it was shown that the federal burden could b«* met by a reduction in par pupil ex- 
penditures from $600 to $400. If it could be argued that a $400 education is as good as a educatioxi, 
then there would be no burden if the school system simply ’“educed its expenditures per pupil. Because 
the cleap consensus of public opinion and professional educational judgment indicates thiat more educa- 
tional input (measured in dollars) is usually related to educational output (quality), and because n«i 
ternative assumption seems reasonable for formula -writing purposes, the assumption th^*t can, 

for present purposes, reasonably be measured by cost appears reas<iuabla. 



Higher Tax Rates As a Burden . The entitlements formula prt hat hiKhsj tax ratec v/ould be 

an unjust burden on the local taxpayers. This corresponds to common senstj cotiona of equity. As seen 
by a local taxpayer owning a $25,000 house in Impact City (tax - $250,00:*'), there is no reason why hie 
taxes should increase to $417 simply to provide for new pupils induced t<'> <:OiUe to his city bv a feder.il 
action. 

It can be argued that federal installations may create ccono T.v- gain.'i (»*.£. , increased xfioomes) 
that do not get reflected in the tax base of the school district. If audi < itcumetar^v -iS were t.ubjituntial in 
magnitude and widespread in distribution, a district could increase its tax i'ute without leaving its citi- 
zens (in the aggregate) worse off as measured by the proportion of income that would be taken Jor 
schools. On the other hand, increases in tax base (and thus tax liability) muy occur as the reault of a 
federal installation. J'or example, greater demand for real estate in tht' ares may raineithc welling price 
of houses and ultimately, through reassessment, raise the assessed value of all rciiidcutia) pi operty. 
From the standpoint of a citizen who holds the same job at the same pay und lives i.*j the Hanie house as 
he did before the federal activity started, such a rea.sscstunent represents in- j d taxes without in- 
creased income. 
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Furthermore, such measures as income and property^ tax base do not provide measures for most 
of the changes in local citizen welfare delated to the federal activity. Individual citizens may feel a bur- 
den from the changing nature of their community, from the noise or traffic associated with the installa- 
tion or from a variety of other causes. Other individuals rnay like the community better with the instal- 
lation than withouh it. Neither the magnitude nor the direction of such intangible impacts are captured 
by a measure like tax base. The entitlements formula basically assumes that the relationship between 
these intangibles and tax base are essentially the same with the installation as without. This assumption 
certainly appears more reasonable than any other assumption that could be made. More important it is 
likely to correspond to reality because most areas with federal installations have had them for somb 
time. While some lags in the conversion of new income into tax base (e.g. , by the purchase of hbmeil) 
may occur when an installation first locates in a community, those lags have long passed in most 
federally affected communities. 



MEASURING THE COST ELEMENT 



The net burden cnti'.iements formula of Equation (2) measured the difference between costs with a 
federal installation and costs without that installation. Given the assumption that expenditures per pupil 
will be constant, this means that the cost term is simply a function of the numbjr of students. This is 
indicated algebraically below. 

Co8%ith - Costy^ithout = Students^ith X with ^*"^®“‘®Without 

/ Cost 
* [students 

Cost \ _ / Cost \ 

Student ) With I Student j Without 

Thus 

'=““‘with - ‘^’■‘without “ ( §t^) Without *(®‘“'“"‘“with ■ Without) 

In words, this simply means that the costs caused by the federal government can be measured by the per 
pupil expenditure! of the diitrict (asauming no federal impact) timea the number of atudenta the federal 
government caused to be in the district, as measured by subtracting the students that would be in the 
district (without any federal impact) from the total students in the district with the impact. 




^ W ithout 



Counting Students With and Without Impact 



Counting the total number of students in a federally affected district is, of course, a simple mat- 
ter. There remains, however, the problem of calculating the number of students that would have 
in the district in the same year if there had been no federal impact. For example, to implement 
portion of the formula for Arlington County, Virginia, requires nothing less than a determination of the 
' number of students that would be attending Arlington County schools in, say, 1969-70 if the federal 
government had never had an impact on Arlington. 

. Of course, no one knows or can develop a reasonable way of finding out how many students would 

reside in Arlington (or even whether the county would have its presenjt boundaries) if there had been no 
federal impact. Perhaps, if the federal government had located in Philadelphia rather than in Washing- 
ton, Arlington would be a residential suburb for the major ports of Georgetown and Alexandria. Perhaps 
it would have become part of a regional trade center and resemble the Atlanta, Georgia, area. Perhaps 
it would have become a major manufacturing center like Birmingham, Perhaps it would have become a . 
Virginia sta.te park, perhaps it would have retained a*Vural character like some downstate Virginia 
counties. How many students Arlington County would have had in the absence of any federal impact is 
basically unknown and unknowable. 
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Thus, there is no wa^ to measure ihe "without federal impact" student counts in order to imple- 
ment the net burden formula. 

Measuring the Difference 

I£ we cannot arrive at the difference between tje "with" and "without" impact situation by calculat- 
ing the students involved in each and subtracting, pe haps it would be possible to measure fte ctan^ 
more directly by identifying the types of students involved in the increase (or decrease). This cm be 
approached by categoriatag the students in a federally affected district who would not be there without 
die federal impact and those not in the district who would be there but for the federal impac . 

(1) Students in the district who would not be there but for the federal activity (the federally 

caused increase in students) 

a. Children of federal employees living in the district who would not otherwise be in 
the district 

b. Children of persona who sell services or goods to tlie- installation who would not 
otherwise be in the district 

c. Children of persons who sell services or goods directly or indirectly to the parents 
'in a and b aboVe and who would not otherwise be in the district 

(2) Students not in the district who would be there but for the federal activity (the federally 

caused decrease in students) 

a. Children of parents who would have moved into the district to carry out activities 
that would have developed but for the federal installation (e. g. , longshoremen in 
Ale:;candria) 

IS 

b. Children of parents who moved out of the district because of federal activity. 

In common-sense terms, this categorization indicates that the federal goverr^ent's impact on 

in a district is composed of those students in the district who wouldn't be in the district except for tne 

federal activity, minus those students that would be in the district if it hadn't had the activity u are 

not thero now. 

Category (l)(a). This category of students is included in the set of all students whose parents ^ 
work for the federal government. However, there are a number of students whose parents work or e 
governmtent who cannot properly be included in the category. These include those students whose parents 
would have remained in the district even without federal employment. There is undoubtedly a large, num 
bar of such students. The scrubwoman in a federal office building in New York would ^ ® s<-ru 

bins some other floors in New York, if the federal activity had not been present. The Oklahoma rural 
resident who quit full-time farming to work at the Air Force Base would probably be m the district with- 
out the Air Force Base. The civilian employee loading Air Force cargo in Dayton might well be loading 
some other cargo if the Air Force had not come to Dayton. Because we do not know what economic 
activity would have taken place in an area without the federal activity, we have no way of knowing what 
proportion of federal employees would have been in the district if there had been no federal impac . 

Category (l)(b) and Category (l)(c). For obvious reasons, the same difficulties present in the 
case of Category (l)(a) also preclude measurement tif these categories. Standard methods for measuring 
induced employment can measure the number of jobs and conceivably even the number of c i ren a 
are related indirectly to the economic stimulus of an activity like a new factory or a i-mlitary base. 

These methods, however, cannot measure what would have occurred without the fedeial installation. 

Category (2). Moat discussions of impact aid assume that the federal government creates » burden 
on a schooldistrict when (other things being equal) it causes children to come into the district. “ 
correct, it must logically follow that the federal government provides a benefit to a district when (other 
things being equal) it causes children to go out of a district. Because the federal government has kept 
Washington, D. C. from becoming a port, the Washington school system gets the benefit of not aving 
to educate the children of longshoremen. Because the federal government has occupied some choice 
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oceanfront property in California, the California disti-icta do not have to educate the children who might 
otlierwise live on that land. Likewise, the Corps of Engineers may purchase land for flowage easement 
behind a dam, and in the process move some children out of a school district that would otherwise have 
to provide for their education. 



Federal Activity Defined. The logic of the net burden concept indicates that the federal government 
can be considered responsible for all of the burdens it creates on local schools. This logic would imply 
a program much more substantial in Scope than the present program. The federal government may stim- 
ulate economic growth in a local area by such means as (1) CAB airline route awards, (2) an export 
promotion program, (3) providing assistance to a state to undertake a highway program, (4) loans for 
housing construction, (5) subsidies to agricultural production, (6) requiring pollution control equipment, 
(7) establishing a new national park, and (8) by thousands of other ways. These all tend to cause in- 
creased numbers of students and there is no particular reason to a.ssume that the change in the costs of 
education h a district will be exactly offset by increased revenues in all of these situations. 

Impact aid basically singles out from all of these the impact that is involved when the federal 
government itself owns property, with the exception of Section 4 of P. L. 874 that handles certain situa- 
tions involving federal contractors. 



Net Burden Counts Related to Current Program 



The current system overcounts by including the children of federal employees who would be living 
in the district even if these were no federal activity. The current system undercounts by excluding 
children who are in the district as a result of the induced economic effects of the federal activity. The 
current system overcounte by not subtracting from the count students who are out of the district but 
would be in it without the federal activity. 

All methods of counting students are inherently incapable of accurately capturing the impact of the 
federal government on school costs in a community. No method that counts existing students can ever 
capture the students who would have been in the district without the federal impact. Further, such 
counts always capture some employee's children who would have been in the district even without the, 
federal impact. Assuming temporarily that the children of non-federal employees (the induced employ- 
ment in stores, etc. ) create no burden because they cause as much tax revenue to be generated as they 
consume, the current student count method still overstates the impact of the federal government on 
school costs. This overstatement results from failing to give the federal government credit for keeping 
students out of District A while giving the federal government the full blame for moving them into Dis- 
trict B and from the fact that student count include a number (what number is unknown knd unknowable) 
of students who would be in the district's schools if there had been no federal activity. 

While the magnitude of under and over counting is impossible to estimate, in some extreme cases 
it seems reasonably- clear that the counts produce totally inaccurate or totally accurate indicators of 
coat relationships. A good example of a highly accurate count occurs when the federal government 
moves, say, an Air Force wing from Okinawa to a school district in the United States. The federal 
children newly in the district are obviously there because of the fev.eral activity. On the other hand, 
parents who commute 30 miles to an aii’ base for civilian employment to supplement their farm income 
arc highly likely to be living in the district even without federal impact. 

From this analysis (and leaving induced effects for later consideration), it follows that 

I • 

(1) Counts of the students whose parents work on federal property Hubstanlially overstate 
th<^ burden of federal activities on school systems , 

(2) The. extent of the overcouiit Lng Is unknowi\ and unknowable , and 

(3) Any significant arbitrarily chosen reduction in students counted will product an under -* 
estimate of burden in some districts. 



There is reason to belie vo that the overeHtiniatti of fi'deral impact that results from counting 
federally connected children is probably lowest in cases where a substantial percentage of the district* s 
enrollment is federally connected and liighest where a low portion is federally connected. The 
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overestimate is also likely to be lower for military personnel than £ur civilian personnel. A situation 
where 2 percent of enrollment is federally connected may well indicate that the federal jobs available 
are a relatively low proportion of total employment and labor force and thus, that it is quite conceivable 
that those jobs have been filled by existing residents. On the other hand,, a federal employrnent percent- 
age of 50 percent would probably indicate that the federal government ‘s nSquirements were in part met 
through migration. 



MEASURING THE REVENUE ELEMENT 



The preceding section sought to develop ways to meas\u*e the costs of education with and without a 
federal impact through estimating the effect of federal activities on enrollment. The second element 
in the net burden formula is the revenue measurement with and without federal impact. 

Revenues of a school district consist of the following elements: (1) federal aid, other than impact 
aid, (2) state aid, (3) local tax receipts, and (4) other local receipts such as gifts, sale of property, 
etc. The problem in dealing with changes in revenues caused by federal activities is to dj^termine how 
these revenues vary as a result of the federal impact and the incre.ased number of children pres,un<ed to 
be associated with that impact. ' , 

Non-impact federal aid is paid to the district on the basis of a variety of factors such as disadvan- 
taged pupils, demonstration programs, audio-visual programs and vocational education. In most dis- 
tricts these funding sources represent a relatively small portion of total expenditures. In general, 
federal aid per pupil is not likely to vary as a result of federal impacts upon the school district. Thus, 
the federal aid component of revenues can be ignored in the analysis which follows. Impact aid revenues 
•are excluded from this analysis of revenue changes because it is the impact aid payment which the anal- 
ysis seeks to calculate. 

Other local receipts will also tend to be relatively small and constant on a p er pupil basis. There 
is no reason to believe that the per pupil net proceeds of schoo> lunch sales, for example, will be inflvt- 
enced by a federal activity in the area served by the school district. 

State aid per pupil may be influenced by the additional children caused by the federal impact. In 
some states, state aid is paid on a flat per pupil basis, in which case the payment per pupil for the fed- 
erally induced enrollment is the same as that for the non-federally induced pupils. In other cases state 
aid may be responsive to the tax base per pupil in which case thn state aid payment would tend to offset 
part of any potential burden of the added enrollment on the school district. The problem of the inter- 
action of the federal impact payment and state aid payments is treated elsewhere in this report. For 
present purposes it will be assumed that state aid per pupil is not affected by any increase in enrollment 
caused by the federal activities. %. 

Thus, the key element in the analysis of the federal impact upon the revenues of a school distri .t 
is the impact on local tax revenues. These local tax revenues are (ignoring minor differences for dei.'n ■ 
quencies on current taxes and back payments of prior taxes) the product of the tax base (e. g. , taxable 
sales, taxable income, assessed value of taxable property) and the tax rate. Because the burden concept 
assumes that the federal government should not impose a higher tax rate on local residents by making 
them pay for federal impact, the only variable in the revenue f«ide oi the b.urden formula is tax base. 



The With and Without Measurement 



As is the case with students, there is no way to detevmine what the tax base of. a di&.trict would have 
been if the federal government had never had an im))act on it. Thus, there can bt* ru> way to subtract cur- 
rent tax base from the tax base that would have existed without the federal impact. 

Any reasonable .speculation indicates that major tax base improvements have been caused by feci 
eral ac.tivities in a number of locations. Certainly Arlington County, Virginia, has <». much higher tax 
base with federal impact than it would have had without it. On the other hand, som-' situations exist 
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where the federal impact has been to rfeduce tax base by buying land that otherwise would be private (and 
taxable), and/or inducing a disproportionate number of low paid federal (or private) employees to move 
into the district as in the case of certain ordinance storage installations. 



The Incremental Measurement 



Even if one cannot examine a with and without situation and subtract to find impact, it may be pos- 
sible to develoji a measure of impact on an incremental basis. There are a number of mechanisms 
through which a federal activity may contribute to tax base. These include 



(1) The residences of federal Employees 

(2) The business property developed to serve the federal employees and the installation 

(3) The residences of those who serve the businesses that provide goods and services to 
both the installation and the federal employees 

(4) The businesses, industry and commercial activities, plus residences of those who serve 
those listed in (3). 

>'? 

A substantial literature has developed around n easuring the indirect effect of a new industry or 
activity upon a local economy. That literature unfor(:,mately indicates little consensus among econornists 
on how largo such effects may bo either upon service burdens (o. g. , providing schools, police, etc. ) or 
upon revenues within a definable economic areas 

Unfortunately, even if this literature reached any useful conclusions, those conclusions would not 
be relevant to developing a formula for measuring the economic impact of federal installations on school 
districts. This problem arises because in many states, school districts are substantially smaller than 
natural economic areas. For example, even if it were possible to measure the full economic (tax base) 
impact of Wright Patterson Air Force Base upon the Dayton, Ohio, standard metropolitan statistical 
area, there is no accurate way to allocate that impact among the fifty or so school districts in that area. 

Again, however, it is .possible to examine some extreme cases. The first extreme case is where 
a school district has absolutely no increase in tax base as a result of the induced economic activity 
caused by a federal installation. This case arises in the circumstance where a local school district has 
boundaries that are coterminous with the base itself. In such a case, all of the induced private activity 
(bars, restaurants, etc. ) must take place outside the boundaries of the school districts. Several school 
districts juit like this are major P. L. 874 recipients. 



By contrast, it is also possible to identify districts where the federal impact on tax base is both 
substantial and favorable. Perhaps the strongest examples are those where the federal government has 
constructed an installation such as an aircraft plant^vhich becomes occupied by a private concern while 
leaving some aspects of the plant as federal property. In some states, the private concern's leasehold 
interest in this aon-taxable federal property is taxable along with privately owned machinery and work 
in process in the plant (to a degree). 



i 

Another incremental approach to measuring the revenue impacts of federal activities on local 
schools is the tax-loss approach. That approach presumes, in effect, that if an employee were not 
working on federal property he would be working on taxable property and thus that the federal govern- 
ment causes a tax loss. Alternatively, the tax loss approach seeks to indicate the federal impact by ^ 
considering what tax would be raised on the federal property if it could be taxed. This tax-loss approach 
does not appear to be a reasonable method of determining burden. The problems of the tax-loss 
approach are detailed in Chapter 7 In connection with the payment rate for (b) pupils. In passing, it is 
worth noting that if the tax-loss approach is accepted, payments should only be made to the districts in 

which the federal activity is located. 



Summary amt Conclusions 



No one knows exactly what the potential rovonucs of a school district would be in the absence of 
federal Impact. On the one hand, it is possible that the federal government's action precluded private 
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development that would have been a major contributor to revenues. On the other hand, the federal 
government may have induced more economic activity on taxable property than would have existed with- 
out the federal impact. 



CANCELING EFFECTS IN THE NET BURDEN FORMULA 



The previous pages have sought to deal separatcily with the cost and the revenue portions of the net 
burden formula. Another approach is to consider the two elements together and attempt to identify cir- 
cumstances where tlie relationship between the two can be estimated. The logic underlying the current 
P. L. 874 program in effect uses this approach - or, more correctly, the current program can in part 

be rationalised by using this approach. 



The Indirect Effects. One of the more attractive simplifications is to assume that the indirect ef- 
fects of the federal installation upon enrollment (e. g. , the child of the owner of the new restaurant in 
town) are exactly offset by the induced tax base (e.g. , the restaurant plus the owner's home) so that the 
induced effects cancel each other out by making comparable change in both revenues and students. There 
is no a priori reason why this should be the case, and research on indirect impacts is inconclusive. 

Even if indirect effects were cancelling on a national average basis there is very good reason to believe 
that they would not be in most communities. For example, a combination of students and new property 
and income tax that would cancel in one state would not carc.el in another because of major differences in 
tax laws between the two states. 



The Residence's Value . Another simplification is to impute a value to the tax base of the resi- 
dential property of persons who work on federal property and live in private property. Under tne present 
program, it is assumed that these places of residence contribute half of normal tax revenues, so fee 
payment for (b) pupils is one-half the payment for (a) pupils. This relationship was based upon nations 
data indicating that approximately 50 percent of property tax revenues come from fee taxation of resi- 
dential property. * 



Summary of Canceling Effects 



While approximations of canceling effects of costs and revenues are very convenient and may be 
approximately correct on a national average basis, it seems very clear that the assumption of canceling 
effects when applied on a district by district basis are likely to underpay significantly some school dis- 
tricts while significantly overpaying others. One cannot assume feat the tax base resulting from the in- 
direct effect of federal activities will bear the same relationship to the number of pupils resulting from 
such activities as the tax base of the district "without" the federal activity would bear to the number of 
pupils "without" such activity. Unfortunately, it is (and always will be) impossible to say what tax base 
changes do occur because - again - one can never know what the tax base per pupil of any impact dis- 
trict would have been had there been no impacts 

Likewise, one cannot say that the tax base per pupil of all districts would tend on the average to be 
twice as high as the tax base per pupil of all new students in the district whose parents work on federal 
property. While the present program assumes this, there is no real basis for accepting this assump ion 

over others. 



THE PROSPECTS FOR A NET BURDEN FORMULA 



To this point in the chapter, we have sought to show that there is a formula for net burden that 
makes considerable sense ~ namely, that the federal payment should be the added costs caused by the 



>t<lf this logic were applied using current data the relationship would be more like oO percent attributable 
to residential property. 



O 
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federal impact minus the added revenues caused by the federal impact. We have also sought to show 
that neither the added costs nor the added revenues can be measured with any degree of accuracy be-, 
cause what would have been without the federal insUllation is unknown and unknowable for any particular 
district in the United States. 



Some Propositions for Burden Measurement 



There remains one avenue of formula construction to explore. Though we do not know the number 
of pupils that would be in a school district or the revenues in a district without the federal impact, none- 
theless, we may know the relationship between tax base and pupils that would prevail if the federal 
government had had no impact. In fact, tliere are several reasonable assumptions to make about what 
that relationship might have been without the impact, even though we know in advance that such an as- 
sumption would invariably understate burden in some instances and overstate it in others (just as the 
present impact aid formula or no program at all would have overpayments and underpayments). • There 
are basically four reasonable propositions about tax base in relation to pupils in the absence of federal 
impact. They are as follows: 



Proposition One: If There Were No Federal Impact, the Tax Base 
Per Pupil of a District Would be the Same as the Average Tax 
Base Per Non- Federal Pupil in the United States. , 



This proposition indicates that the district would reflect United States averages if there had been 
no federal impact. Such a proposition is not logically totally unreasonable and in practice would result 
in nationally uniform payments corrected for higher rates of taxation in some districts and lower ones 
in others. Unfortunately, there is no convenient and reasonably equitable way of implenne;iting such a 
concept because there is no operational definition of a national average tax base given the different tax 
sources (e. g. , some states use income tax, some do not) of the various states and their differing defini* 
tions of taxable property and assessment procedures. This problem is explored in detail in an appendix 
to this report. 



Proposition Two; If There Were No Federal Impact, the Tax Base 
Per Pupil of a District Would be the Same as the Average Tax 
Base Per Non-Federal Pupil in the State. 



This proposition is more likely to approximate reality than a national avei'age in that it recognises 
regional and state differences in tax base per pupil. It also has the advantage of being quite workable - 
and proven as states use tax base per pupil in their foundation formulas for school aid in many states. 
There is a slight problem in the case of those districts near state borders that more nearly resemble 
districts in other states than their own but there is no practical method to avoid this problem either 
through a now program or through the current one. 



Proposition Three: If There Were No Federal Impact, the Tax Base Per Pupil 
of a District Would be the Same as the Tax Base for Equivalent . 

Non-Federal Pupils in that District at the Present Time. 



This proposition is somewhat less appealing than the former ones, because it tends to give the 
district credit (or blame) for changes in assessed value that really are the result of the federal impact. 
For example, the fact that assessed value per non-federal pupil in Arlington, Virginia, is about three 
times the Virginia average is quite clearly the result of the federal government. Because given our bur 
den concept, payment per pupil should be related to assessed value per pupil; this proposition tends to 
make its mistakes in the direction of overpaying the districts with favorable federal impact and under- 
paying the districts with unfavorable federal impact. 
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It is possible to construct a hybrid payment formula from this assumption; however, by relaxing 
the assumption that tax rate must remain constant. In such a circumstance, the assumption becomes 
tiiat the burden equals the local revenue raised per non-federal pupil from local sources times tiie 
equivalent number of federal pupils. This approach (when there are enough non-fedeial pupils in a dis 
trict to have it make sense) gives rise to a forirula for payment like the current one except somewhat 
more equitable and easier to administer. In general, because a higher tax base per pupil tends to 
result in (1) lower tax rates and (2) higher expenditures per pupil, the use of local revenues gather 
than tax base reduces the advantage of the rich district by taking into account its lower tax effort 
and helps the poorer district by taking into account higher than average tax efforts. 



Proposition Four; If There Were No Federal Impact, the Tax Base 
Per Pupil of a District Would be the Same as the Tax Base 
for Comparable Districts in the Same State. 



In effect this proposition is one of the bases of the comparable district approach in the present law. 
The difficulty with the present law is that, in implementing the definition of comparables, it has de- 
fined them as comparable to what the district is now, considering the federal impact. For example, if a 
district would have been a small, poor rural district without the federal impact, but is a large rather 
rich district because of the federal impact, the comparable district rule indicates selection of a large 
rich district as the comparable district rather than small poor rural districts. Nevertheless, selecting 
comparables on any other basis involves the same types of assumptions made in the other propositions. 
For that reason, Propositioh Four tends to be a poor reflection of any burden concept. 



The Data Problem 



As noted in various parts of this chapter, the current student-count methods that are confined to 
enumerating children whose parents work or live on ^'sderal property does not provide an accurate, or 
even a reasonable, measure of the number of pupils residing in a district because of a federal impact. 
Obviously such counting methods can never indicate the pupils who would have lived in a district, but 
do not do so because of a federal impact that caused them to leave the district (e. g. , by federal purchase 
of land on which they might have lived or worked or by acceptance of federal employment in some other 
district). Likewise, this chapter has shown that the measurement of the burden of federal installations 
requires an accurate assessment of what the tax base of the district would have been had there been no 
federal impact. There is no conceivable way to measure or even speculate very intelligently about the 
tax base of such areas as suburban Washington, D. C. , San Antonio, Texas, or Limestone, Maine, on 
an assumption that the federal government did not affect them. The character of these places, and 
others like them, is a result of the federal installations and to indicate what they would be today without 

those installations is speculation. 

For those readers who, despite these problems, believe that it should be possible to construct an 
•analysis of federal impacts that proceeds along the lines of methods that are used to estimate the im- 
pacts of opening or closing a military base or major industry two comments are in order. First, 
methods that deal with "before" and "after" situations will never accurately represent the situation had 
the Installation never located in the community. For example, an analysis of the economy of the 
Lawton, Oklahoma, area on the assumption that Fort Sill is closed would indicate a much different kind 
of economy than an analysis that dealt with what the Lawton economy would have been like had Fort bill 
been located in Oklahoma City rather than Lawton when it was first constructed. 

Second, the methodi) of "before" and "after" aj^alysis simply cannot be applied in most states be- 
cause the economic data required to accomplish such an application are not available at the level of the 
school district, which in most states is a smaller unit than a county. For individual school districts 
reliable data (or unreliable data for that matter) are not available on such key indicators as population 
(except in census years), income, industrial base, assets, purchases, and sales or other key econoniii' 
variables. Thus even if a working model of burden could be constructed using standard economic tech- 
niques***, it could never be implemented because of lack of data. 

>f'The characteristics of such a model are described in a BattvUlc ^vorking D-iocr dated February 24, I96y, 
on file with the Office of Education. A much more detailed paper on economic impact, "The Federal 
Burden on Schools", has been filed with the Office of Education as a working paper. 
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SUMMARY ilND CONCLUSIONS 



The clear import of the analysis in this chapter is that an appropriate way to measure the net bur> 
den of federal activities on local schools can easily be developed at the conceptual level. This approach 
simply compares the revenues and costs of the school system as they would have been without the fed- 
eral impact to the revenue and cost situation as they are with the federal impact. Unfortunately, 
implementation of the conceptually correct net burden concept is impossible as the situation of federally 
impacted districts if they had never had a federal impact is both unknown and unknowable. Thus, there 
is no feasible way to draft a perfect formula for impact aid tliat accurately measures the net burden of 
federal installations. 

All that can be concluded from this analysis is that present student-count methods and payment 
rates will tend to overstate the net burden of federal activities in some cases, but not necessarily in all 
of them. In general, the lesser the federal impact (as measured, for example, by the percentage of 
students that are federally connected) the more likely the present P. L. 874 program is to overstate the 
federal burden. 

Given this analysis of net burden concepts, the examination of impact aid can turn to the possibili- 
ties of eliminating the P, L. 874 and P. L. 815 programs completely and the alternative of making impact 
aid payments to states rather than to individual school districts or making payments in lieu of taxes to 
school districts. These alternatives are addressed in Chapter 3. 



I 



I 



i 
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CHAPTER 3: SOME ALTERNATIVES TO IMJW>T ^]\> 



The purpose of this chapter is to consider some major alternatives to an impact aid program. 
These include eliminating the program entirely, making payments in lieu of taKOB. and making payments 
to states rather than districts. 



THE NO-PROGRAM OPTION 



The Pure Form of tin- c.’pti'jn 



One obvious option in dealing with the impact of the federal government on local school systems is 
to have no program of impact aid at all. In the pure form of this opti..n, the federal government would 
consider education of federally connected children to be the sole i esponsibility of the states and their 
political subdivisions. The current impact aid programs of the Ofi'ice of Education (P.L. 874 and 
P. L. 815) would bd repealed and individual federal departments would be prohibited from .adopting im- 
pact aid programs of their own. The no-program option would, to be consistent, eliminate special 
departmental programs such as the Atomic Energy Commission (AECl payments to communities with 
maior AEG facilities. Also, to be consistent acting under thif option, the tederal government should 
also discontinue those shared revenue and in-lieu-o£-tax payments that benefit schools. The programs 
affected would include all or part of shared rdvenues from national forests, submarginal lai>d of the Soil 
Coriservation Service, timber sale proceeds from public lands, proceeds from certain mineral leasing 
arrangements and Tennessee Valley Authority payments to local schools. In addition, a number of specia 

smaller programs would be affected. 



Consequences of the Pure Form of th Option 



The pu're form of the no-program option fails to achieve any objective of impact aid. It does not 
provide good schools for federal pupils; it does not meet the net burden of federal installations; and it 
doeu not provide general aid in any form. The pure form of the option has severe consequences for cer 
tain categories of pupils reached by the preaent program. These consequences are discusuod in the fol- 
lowing paragraphs. 



Under Section 6 of P.L. 874, impact aid is used to pay the costa of operating schools on military 
buses that are run by the military departments rather than by local educational agencies. Without impact 
aid these schools would close and there la no reason to assume that neighboring school districts would 
accept the pupils, nor that they would be financially capable of educating them even if they agreed to 

accept them. 



In a number of cases, schools physically located on a base are run by a local educational authority 
whose efl'ootivc attendance (and taxing) area Is comparable to that of the base. The students 
schools arc almost entirely dependants of military personnel who Hve and work on the base. There is 
osBcntially n«. lax base in those districts as the base ami the on.b'Ho iiMusing cannot be taxed. Without 
impact aid these schools would close and there is no reason to - ssumc tnat neighboring school districts 
would bo financially capable of educating pupils from such installaiiuM/ oven if they agreed to accept them 



Although the legal situation is cloudy in sonio states and for various types of federal property, 
states . an in some circumstances refuse to provide free public educalion for some studcMits resident on 
fctlcr.il property. In such »'asus, some distriils o.lucaling fodoral pupils living on military bases, in 
national lorosts and on otbor forms of federal properly could bi> o'tpeded to refuse In educate nueh pupils 

unless their parents paid tuition. 



Ftir a bvi.‘f sumnuiry of some of the eases involving Ihi* right ot a federal pujiil to free ])Ubliu education 
under state law. see l..ibovit-i, o£. 11 is conctMvablo llial a tost case might be won by federal parents 

in the Supreme Courl under an .ippl Ication of the "r.iiul proto, lion ot the laws" provision of the C..nstitu- 
tion. Keen if this were possible, the situation d.'s. noc.i .ibuve would exist during the sevor.il years .if 
litigati.Mi retiui rg<l t.> pr.idueo this result. 
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(■urr«nllv • mnacl .id r«pr«.onl. th« bulk of Ihc f.dcr.l offorts lo |>l•ovldo ■•ea.onable odmational 
opporumiti.. (It iudi.n duldroo. Tomunallou of in.p=>d “id would olin.inaU. a lai sa parcoutasc of tbo 
budgoU of school di»lricts that serve primarily Indian pupils. ^ 

Wh«re a fcdor.Uy connected pupil live, on private rather than federal property the Hate, do not 
have t^e o^ion of refu.ing to provide education for then.. However, thi. right evtenda only to provtd.og 
?ree itbUc eleation - not to Ihe quality of that education. In .ome .chool district, (part.cu ar y those 
Ihere both debt and local tax rate, are limited by state constitutional prov.s.ons or statutesl, the no- 
ZrogLm option in it. pure form could cut per-pupil expenditures from levels approachntg the national 
Le?age to levels closer to half the national average. Translated into educational inputs this 
rouahlv sneaking, classes at about twice their present sine (if classrooms wore large onoughi or split 
le^toL H shortened duration, halving of instructional material, and textbooks, and reductions in pupil 

tran»portation and other service 8. 

These impacts on pupils would readily be translated into impacts on fodeMl agencies. Agencies 
de.lrtog to locate emploJeL on federal property would find great difficulty in trying to -“^2'LTlo 
rtovees with dependent.. The attractiveness of a military career would be significantly reduced, so 
to^rthe military departments would have to make sizable increase, in nulitary pay or accept a lower 
Itond^rd of selection. All of those emsequences would seem to indicate that by any reasonable standard 
of evaluation the pure no-program option is clearly not attractive. 



A Modified No-Program Option 



The pure form of the no-program option ai’.umed that the separate federal department, would be 

toderal departLnt. mike arrangement, for the education of dependent, of their employees. 

Thi* consequence of adopting this approach would be a resumption of the situation encountered ^f^e 
L 874 were adopted, namely, a proliferation of special educational assistance programs 
Tithin tLe bu^^of v^rTo^^^^^ departments.*^ Despite attempts to co.trol the situation it . s reason- 

able to expect that departmenti would demand and achieve appropnatione or luc financial 

a^^ P i!Ti 5 were repealed. In fact, the Army Corps of Engineer, he. already re.c .d to the financial 
^ringeniy In P. L. 815 by ...king and obtaining fund, for school construction udthln it. 
dial idlh a special impact situation. In addition, the Atomic Energy Commieeion fund. ltnp«* bifi ‘VP* 
X-u. for^ito Alemos. New Mexico. 

indiaii AlTnir. (BIAl provide, some Johneoil O'Malley fund, that, in practice, supplement P.L. 874 
payment s, 

The iiaturw nnd costs of tho departmental programs that would evolve, after a hectic period of 

• * • in fhii flchool diitriottti ci^nnot ba pradictad with cartainty# How* 

Icgislaliui, I" would expend it. speciel progrem. 

r.ml il.:; rBur..?!-* 1°.;:^;:“^^ tu p?o^ld. .q«ivel.ntof P.L. 874 m pubuc school 

-1 !• oT MccAot iTior6 itudont® itito its own schools s Tha Corps of 

X'^rs ti“ D!?r.a.ro7^eclan^ could be expected V”1XXbly‘S;‘:n«U 
ing ion.tru. tlon camp., but the amount, ot money involved would prob.bly be eniell. 

The greatest expenditure, to replace P.Io 815 and I>. lu 874 w.mld be 
..f ncfcii.e That department would continue to operate those school, currently operated w th P. lo 

..vcn ill schiiul districts Ihet Included substaiiti.tl iiuiiijicra ot off-base military dependents and non 
arra ly XicXl pupils? The district, curr.mtly educating Uic.e J(al iimUary dependent,, would also 
he lluiac will, o.lucalu a suhslailHal mimbcr ot Iho i(l.l mUH iry dcpeiidenls and thus would be those most 
affei let! by the to run nation of 1’, I u 815 .uul J 1*. 8 i 'I , 

As was Hie oa.o with Iho spocial dcpartmciilal program, in otferl before 19011, the rosolthig com- ' 
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tho prograiTis would be developed for different purposes, by different individuals, in different depai linents, 
and reviewed by different committees in the Congress. Some of the programs would probably take the 
form of a negotiated payment related to need along tl^e lines of the present AEG program and Section 4(a) 
of P. L. 874. Some of the progratns would involve c rect operation of schools by the federal government 
along the lines of the present base schools funded ur: ler Section 6 of P. L. 874. Other of the programs 
would probably involve tuition-like payments to school districts, while others might resemble the entitle- 
ment calculations of Section 3 of P. L. 874. Still other programs would resemble the contract payments 
of the Bureau of Indian Affairs. A school district might find itself applying for assistance irom several 
different agencies using different forms, different auditing procedures, and receiving different pur pupil 
payine nts . 

The resulting complex of departmental prograiris would probably do a relatively good job ol provid- 
ing schools for federal pupils in the aroascin which it operated. However, (he departmental programs 
would be affected by having to share in an> budgetary pressures felt by the overall departmental activities 
of which they would be a pari. The departmenUl programs would not be the result of a consistent attempt 
to calculate and meet all the net burdens of federal installations and, therefore, would be unlikely to re- 
semble a program that precisely met this not burden. Because Iho programs of various departiiients 
would be inconsistent with each other, it would be imjiossible for all of them (o reflect pre< ise net burden 
measures) oven if some of them did. Adoption of these departmental programs would splii ‘■er responsi- 
bility for the second largest federal aid to education program throughout the agencies of the .ederal 
government, rather than concentrating it in the federal agem:y concerned with overall feder* ' educational 
policies. 



In summary, the no-program option would re**^’rnate tho chaotic situation of multiple federal impact 
programs that existed before the current program ','as enacted in 1950. The no-program r pm-.n does not 
provide for the federal government to meet the burdens it creates on some school systems, i adminis- 
tratively undesirable, and would have adverse educational consequences in the heavily impact • d districts. 
For these reasons, the no-program option is considered unacceptable. 



PAYMENTS "IN LIEU OF TAXES" TO SCHOOL SYSTEMS 



The Option and Its Consequences 



Some of the ropreaontativei of school districts contacted during this study indicated th *t the best 
federal approach to aiding schools in federally affected areas would be to pay taxes, just lik* any other 
property owner in the district. This suggestion is not new, it has been made for many yoai by other 
property taxing authorities (e.g.^ municipalities and couiUies) as well as by school offieiahi, 

Tho iri-lieu-of-taxes option would work by having legislation passed at the federal lovcJ that would 
authorize agencies owning real and personal property in the United States to pay taxes to loc''. units of 
government for property which would be taxable if not federally owned. Safeguards woult ha* u to be 
written mto (he. legislation to keep communities from assessing federal property at a hlgh"r i>ercentage 
of valuf lhan privately owned property and to ensure that the local communities did no! impoae burden- 
.some reeovd-kooplng requirements on the federal government. Appropriations would be made under 
this <mtlu)i’ization either to the property-owning agencies, or to a single federal agency such a fhe 
General Services Administration, which would then pay regular tax bills just as owners pnv fe prop- 
erty pay them. 



thie frequeni ohje.elion to pHynieiiUt in lieu cl taxes is that such a system would bo isvua ti'ble to 
adiiiiuisler because of tho dlffieulli'es in agreeing uptni the value of some federal pre pevlic? • ttelle 
has esamined tliiu iirgumonl and finds It insnffii lent I > cniiipc'lllng to provide a ha un lor r. sec 
concept of paymciiis in lieu of taxes, niisically, ilu* p rutile m of assesHing fedi'iMl proper*'^ .t 
to that of .isse.Msing I’ertain types of husine.SH pro)u*rt\. A federal dam is coitqia I'ahle lu i r. 
a bitllihlic missile comparable to a railroad I r.n '• • tin* entity has little value in any usi ol. , 
to wiiicli i( is lieing pul and no readily calculable- m.'iKei v.ilue lint does liave an aiqui.sil.* n * ti 
known .uul agaiiihl whiili depreciation can he * u'npi ied. 



i-g llie 
t impa ruble 
< te dam, 

<aii the use 
• which IS 



I’erluips the lii'st i lulii .it ion Ihiil in 1h*u ni i.iv pivou*iil*i t ould be ( tili'iilat"*tl by aj>pi , ii ' <*-xisling lax 
rates to an ishM*ssed value of federal jivopcrtv ' ev idciu ed by some stales which la rr*/ <a> *xeinpl prop 
erty (mclncling federal (iropeiTyi on their (as rolln at exact values, even tliougli they do i ol •mpose a lux 
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on these properties. Another good indication of the practicability of such calculations is the fact that 
many heavily impacted school districts, in cooperation with base commanders and other custodians of 
federal property, have made calculations of how much more money their district would get if the federal 
government paid taxes than it gets from impact aid. 

It would be impossible to estimate accurately the total education assistance provided by an in-lieu 
program even if the taxable value of federal pi'opcrty were known with certainty. Assuming that the 
national average aggregate tax rates (roughly estimated) for school purposes were applied to a likely 
taxable value of federal property, such a program would probably cost in excess of $1 billion annually. 
However, the tax rate in any district is not independent of the value of the taxable property in that 
district. Many large industrial facilities enjoy very low tax rates, because all of the needs for a fairly 
lavish scale of public expenditures can be met in a small jurisdiction with a very low tax rate. To take 
an extreme case, consider a $200 million federal dam and reservoir located in an isolated rural area. 

The school district might have 200 pupils and a tax b^^o of $20,000 (true value) per pupil to which it 
applied an effective tax rate of 1-1/2 percent, giving local revenues of $300 per pupil. Making the federal 
dam taxable would make the tax base $1, 020, 000 per pupil, so that the 1-1/2 percent tax rate would raise 
over $15, 000 per pupil, enough to finance a pupil teacher ratio of one pupil to every two teachers. Ob- 
viously, this district would lower its tax rate substantially and the effective tax applied to the federal 
property would be lower than any national average tax rate. 

Making an extremely rough estimate of these types of changes and guessing at the various state 
assessment procedures to be applied to federal property, it would seem that federal payments in lieu of 
taxes for schools alone would tend to approximate the costs of the current impact aid program (excluding 
public housing entitlements). 



Evaluation of the In- Lieu Option 



The in-lieu option would be an excellent means of providing good education for federal pupils that 
happened to live in the same school district as the property but a very poor means (in fact, none at all) 
for the other federally connected pupils. For certain categories of federal pupils, such as military 
dependents in on-base housing, the revenues to a district per pupil undoubtedly would be greater than the 
impact aid payments under the current program. However, in the case of pupils living on public lands 
or on Indian reservations, the payments from the in-lieu option frequently would not be as great as those 
under impact aid. For those areas located near a base not within the geographic boundaries of the dis- 
trict, in-lieu payments would provide no assistance. 

'\ 

The in-lieu option would fail to meet the net burden of federal installations, unless tliat burden 
were defined as resulting solely from the fact that the federal government doesn't pay taxes. A problem 
of using in-lieu payments to meet net burden on school districts would arise with two school districts in 
comparable geographic and economic relationship to a military installation. Even if the two districts 
had the same number of 3(b) pupils, one district would receive all of the in-lieu pa^nment while the other 
district would receive nothing in compensation for the federal impact. 



The Option in Relation to Other Evaluation Criteria 



Payments in lieu of taxes have some appeal in terms of federali>sm. That appeal is that, if each 
level of government pays taxes to others, no level of government can effectively deny the revenue sources 
of another. On the other hand, as "the power to tax is the power to destroy", intergovernmental tax 
immunities have long been cherished in the United States. 

Tlie economic rationality of payments in lieu of taxes can be argued from a number of perspectives. 
From the perspective of resource allocation to and within the federal sector, payment of taxes removes 
some of the bias against doing things tlirough private enterprise (whose prices include taxes) rather than 
government agencies (whose prices do not include local taxes). However, for the federal government to 
begin to pay property taxes must be judged as an extention of the revenue-raising potential, and, thus, 
inequities inherent in a tax that is probably already inequitable at a single .rate, and is clearly inequitable 
when applied at hundreds of different rates by hundreds of school districts throughout a single state. 

’!’Notiier, Dick, Economics of the Property Tax (Brookings, 19f>6). 

I 
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Payments in lieu of taxes would unquestionably be .expensive, particularly if the concept were 
extended to municipal, sewer district, county, library district, and similar property tax levies . It is 
doubtful that payments in lieu of taxes would be as good a device for fiscal equalization as other alterna 
tives, such as revenue sharing, available. It is also doubtfvil that payments in lievi of taxes represent 
the most productive utilization of federal dollars for elementary and secondary edvication. Thus, in 
terms of cost and educational effectiveness, in-lieu payments are not attractive. 



DIRECT PAYMENTS TO STATE GOVERNMENT 



During this study, a number of individvials have suggested that impact aid payments should be mad6 
to states rather than school districts. Under such a plan, the states would be permitted to use the funds 
to assist any district in the state but presumably would uso at least part of the money to establish a new 
program of assistance that would directly or indirectly provide assistance to many of the districts that 
now receive impact aid directly from the federal government. Such a plan would have several advantages. 
It would ease the administrative burdens of calculating entitlements, because data on federal employment 
could be used to determine entitlements of states, even though they cannot be used to calculate the entitle- 
ment of districts, Payments to the states would be more consistent with concepts of federalism that 
emphasize state responsibility and discourage direct federal payments to individual units of local 
government. 



The Economic Rationale c f_l ^ ayment8 to States 



The primary difficulty with the concept of making all impact aid payments to states is that there 
would be little if any economic rationale for whatever payments were made. From the analysis in the 
preceding chapter it will recalled that the appropriate payment to offset the net burden of federal 
activities would seek to calculate the number of students added to enrollment, multiply that number by 
the costs of educating each stvident, and pay the* difference between that product and the gain in school 
revenues resulting from the ffsderal impact. T ie same difficulties in determining the situation ''without" 
feoerjil activities exist in the case of states as in the case of school districts. However, the inherent 
overcompensation of an impact aid formula based upon student counts becomes more apparent in the 
case of states. 

In the case of the 3(b) students, a strong argument can be made that most of the civilian employees 
of the federal government — particularly, the large category of civilian employees working at military 
bases - would be residents of the state whether they v;orked for the federal government or not, in which 
case their federal employment does not cause additional students to be living in the state. In the case of 
other 3(b) students and many of the 3(a) students, the asymmetry of the student-counting procedures be 
comes a particularly significant. If a New York citizen with two school-age children accepts federal 
employment as a military doctor and is moved to an air base in Texas, the student»count procedure 
gives Texas credit for having been burdened by the costs of educating his family. However, that eame 
move reduces the educational costs of New York State much more than it is likely to have reduced the 
tax base in New York. Thus, any program of assistance to state's based upon a count of children of 
federal employees will significantly overestimate the number of students for whom the federal goverm.juut 
should assume responsibility. 

In considering the impact of the federal government on school revenues at a state level, it must h* 
recognized tliat the .situation may well be quite differr.nt from the situation considered at the level of a 
school district. Because of the division of states into'many school districts, situations do arise in wh. ck 
the costs of educating federally connected students fall upon one school district, while the economic 
stinutixts of the federal activity takes place in another school district. Under these circumstances, the 
federal government pays impact aid to the burdened districts, but cannot collect a special tax from the 
benefited districts. Thus, th«. program of payments of im^iact aid are financed from general tax 
revenues. Viewed at the level of the state, however, it would be incorrect simply to base the state 

>i<On a state basis there is a reasonable correlation betvveen place of employment and place of resiaei oe, 
but this <->'r relation, breaks down, at the school distftet l.-vel. There is a very good chance that a f«a*>ral 
employee working in California also lives and sei.dii ' hildi-on to school in that state. There is much I« > ' 
chance that he residos in the same school district in whixb he works. 
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antitlementa upon ihe .ummation of all net burden i of federal in.tallationa on certain school districta 
without aubtracting the net benefits of federal inatalUdona to other school districts in the saine state. 

Put in more practical terms, it is quite reasonable to find that the federal government has placed a 
special burden on the school systems of China Lake, California, Norfolk, Virginia, or Believe, Nebraska. 

It is doubtful however that the federal installations in those states have left the states of California, 

Virginia, and Nebraska worse off economically than^they would have been without those installations. 

While one cannot accurately calculate what the situa^on would have been in those states if there had never 
been federal installations in themi it is as reasonab e to assume that tax base per pupil in those states has 
been increased as it would be to assume that tax has » per pupil has been decreased by the federal impact. 

The State of California, for example, can claim that it should be paid federal impact funds because 
the federal government has caused an adverse economic impact resulting from federal activities. On the 
other hand, the State of Vermont can contend that it should be paid federal aid funds because the federal 
government takes funds from Vermont residents through the federal tax system and spends those revenues 
to pay salaries of federal employees in California. This later contention would suggest that, at the state 
level, an impact aid program might be used to compensate those states that do no^have federal installa- 
tions rather than the states that do. ^ 

Impact aid deals with a problem that exists because states are fragmented into small districts for 
educational purposes and those districts rely primarily upon local tax sources for their educational pro- 
grams. If the federal goveirnmant is >yilling to assume either that states are not thus fragmented or that 
states rather than the federal government should handle the effects of that fragmentation, then the appro- 
priate impact aid policy is, for most states, to have no federal program at all and let the states raise 
revenues in districts that benefit from federal installations for the use of those districts that are burdened 

by those installations. 

Another important economic aspect of the federal burden on states stems from the difference in tax- 
ing sources between state government and individual*, school districts. Although there are exceptions, 
local school finance in the United States is generally based upon taxes upon property. The pro^rty tax 
does not reach the places of employment of federal employees because the federal government <s not liable 
for local property taxes. The property tax does not reach the residences of military personnel and others 
living on federal property for the same reason. Although there are exceptions, state tax sources generally 
concentrate upon income and sales taxes on individuals and such special tax spurces as excises on liquor 
and cigarettes, mineral extraction taxes, and taxes upon public utilities. These tax sources are not 
affected by the tax exemption of federal property. For example, in the case of a civilian federal employee 
the liabilities for sales and income taxes are comparable to those of a non-federal employee. 



Direct Payments to States Viewed as an Educatio n Program 

I 



A. *n ilternmtiv. to conaiderlng payment, to .tate. in termo of the economic impact of the federal 
lovernment on etate echool revenue, and co.t., one might con.ider auch paynnent. in t«nu. of the degree 
L which they would corre.pond to the di.tributlon that might be made to .tate. 

•ral education program, or revenue .haring. The data for thie analyaia are provided by Table 3. 1. 
TABLE 3e 1. SELECTED FINANCIAL DATA OF REPRESENTATIVE STATES 



State 

Arkansas 

California 
Vermont 
Now Mexico 
Ohio 

New York 
Georgia 
United States 



Impact Aid 
FY 1968, 
$000 

2,635 
76,433 
102 
9,907 
10, 348 
16,297 
12,207 
464,712 



Impact Aid 
Per Pupil 
in ADA<*^ 


Tax 

Effort 


Current Expendi- 
tures Per Pupil, 
1967-68 


Tax Capacity 
Personal Income 
Per ADM<*^ 


Relative 

Federal 

Impact 


6.36 


4.5 ! 


441 


9,114 


2.48 


18. 30 


5.0 


685 


14,630 


5.35 


1. 19 


5. 6 


638 


12,221 


0. 74 


37.40 


6.0 


536 


8,998 


14.70 


4.71 


4.3 


591 


13,743 


1. 50 


5. 37 


5. 1 


982 


19, 773 




12.20 


4.5 


498 


' 9, 988 


4.81 


11. 10 


4.7 


619 


13,658 


3. 58 



(al Both average daily attendance (ADA) and average 
bar of pupils in a district or state. 

Source: See text. 
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Thi. Uble ..lects a r.preaenlative group of states and shows 
that might be relevant to viewing direct payrnents to state. a^^^^ 

program. The first column shows impact aid entitlements under P. L.^ 874 “P 

in the Annual Report of t he Commissioner of Educati o n on the Administration of P.L. 81-874 anj 
p L A-815 A« ~ uming that the same paymen ts would be made to states r.s were made to the total of 

di‘strict; ~ n ~he states, the second column, shows the approximate amount P« W'l ‘^“Vti"^efas*.rch 
receive. <■ Direct payments to the states would initiate a program that provided ^ 

assistance per pupil to New Mexico as to Vermont and about IS times “ co ./rnTt 

to Vermont. It is reasonably clear that the relative educational problems of the two states c 

justify this disparity. 

A program of direct payments to state, would not 

(J^sca, and state reve,.ue for public ii the case of measures 

table is that Impact aid rewards the state, m a very haphazard way totally unrelate 
needs or (so argues the preceding pages) to statewide economic impact. 

What Formula Could be Used to Calcul ate State Payments? 

n m 1.1 a 1 .v>r.ura fViA rMl;itive federal impact for each state, calculated by 

The final Tq68*fede rally connected pupils (counting the (b) pupils at 50 percent) by the 

dividing the ° , £ g^ch state If the federal payments were made to states on the same 

total average daily attendance of each state, ii me meet the present minimum require - 

basis as to districts, all states would be eligible '>®cau8e elieibilitv of 3 percent of total ADA 

r::^rcr;ra;t app..r .gnuabie. 

Another problem erl.e. in If'n^ "flmvThrough'' 

and make no payments to the states. 



Indirect Payments to State Govern ment 
There are way. of providing impact aid 

inents to etates. To take an extreme examp e, n under state aid by the amount the district 

of this report. 



SU MM Alt Y AND C^ONCliU.SlQNS 






ERIC 



This .-hapter has examined three' major alternatives f. an im,mct aid program of Jhe current t^e. 
The option u( discontinuing the present program - or replug ing it with a group o £ .^ 

ligLX adndnisiered and “budgeted by 

rru!t“or ”?^e“o;«o:M',t:yment J.;-l.;:.of.tax payn,ents would have simn,.r 

❖The data used for this calculation were obtained from the National iJducation Association public , 
Ranking.s of the States, 19f>B . 
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diaadvanUgea in many diatricta where there would be no federal property to tax. That option would also 
tend to aggravate the already aignificant problema atemming from heavy reliance upon property taxea for 
educational finance. The option of nriaking direct paymenta to atatea waa rejected becauae auch paymenta 
could not be juatified on either economic or educational grounda. In addition, it waa noted that the cur> 
rent impact aid program - when viewed at the level of the atatea - allocatea benefita and burdena in a way 
not conaiatent with normal meaaurea of educational need. 

The next chapter conaidera another option •< continuing the preaent impact aid program. 
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CHAPTER 4; PROBLEMS OF THE PRESENT PROGRAM 



INTRODUCTION 



— The preceding chapter indicated that options o£ having no impact aid program at all, paying districts 
in lieu of taxes, and paying directly to states were all unsatisfactory for various reasons. This chapter 
considers another option ~ continuing the current program without change^ A few school superintendents 

w feel that the present program is ideal and that tampering with it in any way might not improve it. To 

these superintendents all of the problems of impact aid are traceable to the fact that Administration after 
Administration has tried to make changes in the authorizing legislation to cut the costs of the program and 
have recommended less than full funding. To these superintendents, if full entitlements were paid on time 
under P. L. 874 and all eligible P, L. 815 projects were funded, impact aid would work quite well — better 
than any alternative program they can think of. For the purposes of treating the current program as an 
option, it is assumed that full entitlements would be paid on time. The consequences of less than full 
' — funding are analyzed at the conclusion of the chapter, 

Battelle devoted a substantial portion of its total research effort toward identifying problems with 
^ the current impact aid program and in exploring ways to avoid those problems. The process of identifying 
problems took three forms. First, Battelle undertook to analyze the program in the abstract, trying to 
relate it to the economic impact of federal installations, to criteria for evaluation, in relation to other 
educational programs, in relation to educational needs and for internal consis’cency and administrative 
simplicity. Second, Battelle collected data about the program and its impact, primarily through the col- 
lection of financial data from school districts through a questionnaire and field visits and from state 
educational agencies. Third, Battelle conducted a major portion of its analysis of problems with the 

— present program by listening to those who have to live with that program. By questionnaire, Battelle 
asked every recipient district V/hat they thought of the program and whether and how they thought it could 
be improved. By questionnaire, Battelle asked the personnel of state education agencies in every state 
what they tliought of the program. By personal visits, Battelle discussed the program witli representa- 
tives of state education departments. Office of Education officials, other Executive Branch personnel, 
with interest groups in the educational field and, congressional staff members, and with representatives 
of districts receiving impact aid. 

One of the more gratifying aspects of this research was the degree to which the problema reported 
by those experienced with the program and Battelle's analysis of what those problems were likely to be 

began to converge. Early in the research the problems reported by school districts in questionnaires 

tended to be the same as those that Battelle through analysis was discovering. Later in the research 
when analysis indicated that a certain type of problem would be fovmd in a district of certain character- 
istics, the district's financial data or interviews tended to confirm the analysis. 

The following discussion deals with some of the problems of the current legislation (assuming full 
funding). To place this analysis of problems in the proper framework it should be understood that "a 
problem" can be said to exist when P, L. 874 or P. L, 815 produces results that arc inconsistent with 
achievement of impact aid objectives or fail to meet other evaluation criteria. Thus, some catagorios 
of problems may not appear as problems to those not concerned with a particular objective, or not willing 
„„ to use a particular evaUiation criteria. The recitation of a series of problems encountered with P, L. 815 
and P, L, 874 does not necessarily indicate that the legislation is a poor option for meeting impact aid 
objectives. If no other option can meet the problem either, then the present program is not necessarily 
undesirable. The problems associated with the current impact aid program have significance only when 
compared to the problems associated with having no impact aid program at all or to the problems associ- 
ated with some other impact aid program. The chapters following this one seek to develop the character- 
istics of an impact aid program that would avoid many of the difficulties inherent in the current program. 



CHARACTERISTICS OF PRESENT IMPACT AID RECIPIENTS 

• 

Battelle's research plan involved collecting considerable financial data from recipients of I^.L. 874. 
The primary purpose of that data is to enable Battelle (or othcral to calculate the federal budget costs and 
(the other side of the same coin) the entitlements o( Inclividual districts under various new payment formu- 
las that might be adopted. These data are not directly relevant for the development of a new impact aid 
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formula, * but can bi'» used to develop, as a by-product, some information that indicates some problems 
of the current program. Twb of the moat relevant of these by-products are discussed below. 

Major Payments to Districts With Slight Federal Impact 



Many individuals familiar with the impact aid program tend to think of the program in terms of 
such heavily impacted areas as school districts serving military bases. In fact, these heavy impact 
situations characterise only a small percentage of he impact aid recipients, r or every district of this 
tvtie there are several of a quite different type. F< r example, a significant number of the districts in- 
volved in impact aid are small suburban or rural districts located some distance from the nearest 
federal installation. A small percentage of parents in the district commute to one or more federal 
installations and a small percentage of the students are thus counted as federally connected. 

t 

To indict, th. importonc. of th... light imp.ct di.trict. in th. impact '.id progr.m B.ttoU. h.. 
con.truct.d T.bl. 4.1 which r.lat.. th. numh.r of di.trict. and th. amount of .ntitl.m.nt. in 1967-68 to 
the impact of the federal government as measured through the student counts. Refl^ecting the P.L. 874 
conc.pt that th. (h) .tud.:»t. ar. a SO parent f.d.r.1 and 50 parent local r.apon. bihty, rolativ. im^ct 
wa. calculated by .umming all of th. (a) atudant. and half of th. (b) .tudant. and dividing by th. total of 

all students in the distric'^. 

TABLE 4.1. RELATIVE IMPACT OF P. L. 874 RECIPIENTS 



1 


Percentage Of 




kelative Federal 


Districts Receiving 


Entitlements, 


Impact, % 


P.L. 874, % 


% 


0-2 . 


10.8 


. 5.8 


2-4 


30.0 


13.8 


4-6 


15.4 


8.7 


6—8 


10. 1 


6. 8 


8-10 


6.4 


4.7 


10-15 


9.4 


11.9 


15-25 


8.6 


23.4 


25-35 


2,0 *«• 


7. 0 


Over 35 


7*3 . 


17.9 



”Er|c 



Source: BAttelle calculations. 

This table shows clearly that by far the largest proportion of P.L. 874 districts are those that have 
r.latlv.ly .light f.d.ral impact. About 55 porc.nt of th. di.trict. that r.civ. a.ai.tanca undar th. pro- 
gram hav. lata than a 6 parent rnlativ. impact a. defined above. 

S ome Evidence of Probable Overpayments 
% 

The theory of federal impici underlying P. L. 874 that the, federal government causes ' 

educational Costs (by adding students to a school system) without providing the '•■o“'ces to pay for them 
(in the form o£ added tax base) would indicate that the assessed value per pupil in Battelle 

tricts would tend to be lower than in less impacted districts. To check this and other h^theses, Battelle 
developed a profile of P. L. 874 recipients. The key findings of that profile are reported in Table 4. 2. 

*For example, the Battelle analysis indicates that very rich districts (districts with high tax base per 
pupil) should not receive impact aid funds. This analysis is not affected by whether the number of such 
districts cuv’rently receiving impact aid is 10 or I, 000. The number of such districts is relevant in 
determining the federal budget implications of lormineUng assistance to them, but Battelle undertook to . 
develop an impact aid program that accurately compensates school districts for the not burden of federal 
installations without trying to roach any particular floor or celling in terms of i^P»ct of the recommen- 
dations on the federal budget. The data developed for determining the cost implications of the Battelle 
recommendations were therefore, provided to the Office of Education separate from this report. 
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TABLE 4.2. PROFIlE Oi' P. L. 874 RECIPIENTS BY EXTENT 
' OF FfilDERA:- IMPACT, 1976-68 



Districts With This Percentage 

of Federal Students 

All 25 or 







Districts 


0-3 


3-6 


6-12 


12-25 


More 




Students (ADA) 


6271 


10, 556 


5, 149 


3,914 


5,962 


2,639 




Local Contribution Rate, $ 


338 


348 


■ 335 


327 


330 


352 




Pupils Per Teacher 


23 


23 


23 


23 


23 


21 




Relative Salary Index 


1.83 


1.93 


1.79 


1. 76 


1.76 


1.87 


- 


Real Tax Rate, % of base 


1.09 


1. 19 


1. 16 


.98 


.99 


.97 




$ thousands 

Real Assessed Value Per Non- 


46. 1 


44.9 


56. 1 


40. 6 


49.0 


28.8 




Federal Pupil, $ thousands 


57.9 


45. 9 


58.7 


44,4 


59.2 


117.7 




Operating Expenditures Per Pupil 


623 


634 


610 


596 


619 


683 



Source: Battelle calculations. 



The profile in Table 4.2 was developed by determining the relevant characteristic for each recipient 
and then finding the average for each group of recipients. Thus, it is not a weighted average. The data 
used represent the questionnaire responses of about 2,900 recipient districts that account for approxi- 
mately 85 percent of the 1967-68 P, L. 874 entitlements. The relative salary index was developed by 
taking responses to a question on salaries and averaging the coden assigned to the answers. ‘ A higher 
index reflects a combination of (a) less reports of relatively lower salaries in these districts and (b) more 
reports of relatively higher salaries, 

These data indicate that by comparison to lightly impacted districts, the very heavily impacted 
districts tend to be able to combine local resources, state aid, and P. L. 874 to maintain a higher stan- 
dard of education (measured by pupil teacher ratio and expenditures per pupil), while making a lower tax 
effort. 

In making these calculations, Battelle adjusted both t&x rates and tax base to comparable terms 
(real values) by utilizing the assessment ratios reported by the districts. Thus a district reporting a 
tax base of $20, COO per pupil and an assessment ratio of 50 percent v/outd be attributed a real tax base 
of $40, 000 per pupil. These adjustments, which are necessary for comparisons among districts, affect 
all districts. In determining the non-federal pupils in the district, all of the (a) pupils and one-half of 
the (b) pupils were subtracted from total pupils. 

The data on assessed value in Table 4.2 tend to conform that federal activities can have the effect 
of lowering the assessed value per pupil. This impact is particularly noticable in the districts with more 
than 25 percent federal impact, and not noticable at all in the districts with 3-25 percent relative impact. 
The real assessed value per non-federal pupil indicates the tax base allowed to stand behind local pupils 
if the federal government assumes responsibility for half of the (b) pupils and all of the (a) pupils. The 
fact that this tax base measure is higher in the 'heavily impacted districts suggests that there may be 
some stimulus to tax base from federal activities and/or that the 50 perernt ratio of payments for (b) 
pupils may overstate federal responsibilities for those pupils. 



PROBLEMS WITH THE CURRENT PROGRAM IN MISi^TIMATING 
THE NET BURDEN OF FEDERAL 1 MST"XLlATIONS " 



As was indicated in analytic terms in Chapter 2 thr curretit 'mpaft aid program will tend to mis- 
estimate not burden in a number of cases. Some of the more imperian^ of ihose enses are detailed below. 

♦Most systems in your area offer salaries (1) higher than yours, iZ) abofd thf* same, (3) lower than yours. 
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C>ie 1; The Federal Government Creates a Wealthy Community 



One circumitance of federal impact occura when the federal government createa a new (or expands 
aignificantly an existing) major federal installation in an area that has little economic growth potential 
without the federal activity. Under auch a circumstance the federal government indirectly provides much 
better wages for existing residents through both direct employment by the installation and indirect employ 
.ment in local stores and service operations. 

The best examples of this result can be found in the area surrounding the nation's capital. Cur- 
rently the counties surrounding Washington, D. C. are some of the richest in the nation in per capita in- 
come terms. It seems a reasonable speculation that had the nation's capital continued to be in Philadelphi 
Pennsylvania, the Washington, D. C. areas would have a much different income level than at present. At 
• best the small ports of Georgetown and Alexandria might have expanded into significant eastern seaboard 
ports with some manufacturing. This would indicate that without the nation's capital, the economics of the 
area might resemble that of Baltimore, Maryland, or Newport, Virginia. In fact, because of the rela- 
tively high incomes of the higher level government employees that live in Washington, the associated 
activities of reporting services and trade associations and the resulting induced activities in restaurants, 
clothing stores, and real estate, the incomes of Washington area residents are far above those found in 
either Baltimore or Norfolk. These higher incomes are reflected indirectly in higher property values 
and thus greater taxpaying capacity in the school districts serving the area. Similar arguments can be 
made for such places as Huntsville, Alabama (Redstone Arsenal), and the Florida areas near Cape 
Kennedy. In these cases, assuming no federal impact aid, the communities are probably better off in 
ability to support schools than they would have been if the federal installation did not exist. Under such 
circumstances, impact aid serves primarily as frosting on an already quite tasty economic cake. 



Case 2; The Federal Government Pays for an 
Industrial Tax Base That Could Never Exist 



The concept underlying the payment rate for federally connected childrer. is that a non-federally 
connected child la normally associated with tax base through (1) the place of residence and^Z) the place 
of employment. Because these two factors were assumed, when the impact aid legislation was drafted 
in 1950, to be about equal contributors to school tax base, the legislation provides for 100 percent pay- 
ment when the child's parents live and work on federal property and 50 percent payments when the 
parents either live or work on federal property but not both. 

In the case of rather large school districts (e.g., in Georgia, Florida, and some other states), it 
is reasonable to anticipate that if the federal employee has been privately employed, both the place of 
work and the place of residence would have been in the samu school district. In the case of states with 
smaller school districts, this situation is not as likely to exist. Many states (Otg. , Oklahoma, Ohio, 
Indiana, Massachusetts, New Jersey, Missouri) have relatively small school districts, with a normal 
pattern including a number of districts that represent residential communities. In some cases, existing 
land use and zoning patterns are such that an industrial tax base could not develop in the school district 
oven if Industry were interested in locating there. Such districts are clearly suburbs — bedroom com- 
munities - and do not normally contain the place of employment of the parents whether that employment 
happens to bo government or industrial. 

To such districts, the impact aid payments do represent a potential windfall effect. For example, 
it the parents of students in Oakwood, Ohio (an affluent suburb of Dayton), wore suddenly to switch 
employment from, say National Cash Register to Mead Papers, the district's revenues would bo un- 
^ affected, as both industries are located outside of the residential suburb of Oakwood. However, if the 
parents were to switch employment to the Wright-Patterson Air Force Base (also located outside of the 
school district) the district would begin to receive about $200 annually in impact aid for each pupil whose 
parent shifted employers to the federal government. 



ein anticipation recommendations, it is Important to note that the obvious solutions of excluding "3(b) 
(2) out" students or tying the payment rate to the percentage of tax base that is residential have signifi- 
cant drawbacks, 



O 

ERIC 
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Ca»g 3; The Federal Government Pays for the Dep rivation 
of a Tax Bate That Could Never Exiit 



One concept of P. L. 874 Implie. making op for the lose of a tax ba.e of the pUce of employment on 
the theory that if the federal government were not involved the place of work would be axa e proper y. 

°f In emp^^^^^^^^ work. !i a ba.e warahouee rather than a private warehouee, t^« federa government 
make, an imp»Il aid payment. In practice, however, the federal governirtant pay. district, for deny ng 
tax bale that they never could have had. 

All state, have maintenance crows to keep their highways in reasonable driving condition. The high- 
way. and the adjacent right of way land upon which these employee, work arc not taxable 
Itate I? the un^n - Tn m'.t etate. the etate government own. the right-of-way. Becau.e the federal 
lovlrlment owl. much of the land in .om. .tate. and ha. chosen to allow them to place highways on its 
land rather than making them buy the land from the federal government, iome highway nuleage is on 
W«.rl^llertyl ^~It aid payment, are mad. to .om. .tate. on the ba.i. that .tat. highway. •'"Pl"/*** 
work on'federaUand,’Iven though there ia no tax lo.. burden when highway employees work on one kind 
tax exempt land (federal) rather than another (etate), 



Caee 4; Taxable Acti^tiea on Federal Lande 



4 -u- Wdkiif.rn BtAteii oarticularlv. the federal government owne large quantitiee of land that ie not 
taxable! Though -om. economic activities of considerable value take place on 

eome of theee lands Even though these economic activitiee can be reached by taxes, the parents w o are 

°nr.g.1 fn ".m arV co«"e«d ?o be working on federal pro^rty. Ihu., ‘*“* 

on the activity and, because the parent i. employed on federal property, also collect, federal impact 

payments. 

For example, one New Mexico district received approximately 25 percent of its locally raised 
school revenues from the taxation of oil drilling and extraction equipment located upon public 
Non.th.le?.! Ih. men who man these high-value faciliti. . are considered a. 

because the underlying land happens to be federal. In many Western • • **' * *" (.j,, 

permission to locate a business (e.g., a highway store) on Indian land, the school *^'®*”*=* 
value of the store and its contents (but not the value of the underlying real property ~ which is. normal y 
small). Full P.L. 874 payments are made on the basis of the children of the parents who work in sue 

stores and businesses. 



Case S; *'GOCO" Facilities 



The Defense Department has a number of facilities that are owned by the government ^ut operated 
bv a private contractor (Government-Owned, Contractor-Operated - COCO) and used in some cases 
commercial as well as government w®rk. Such contractors often own large quantities of personal prop- 
erty such as expensive specialiaed tools and equipment, work in progress, inventory of unshippe 8 » 

TiTtrucks etc States can, and some states do, tax the "possessory interest" involved in 

the leasing of the government-owned facility. Other states reach the 

with their normal tax laws - though this situation varies from plant to plant depending upon t 
tax laws and the point at which the federal government taxes title to (and thus makes non-taxab e) 
work in prograii *knd invantoriei o£ parts and raw matiirialis 

For ex.mplc, one school di.lrict in . .outh.rn .tele receive, .bout »>50 P« 
work, in a COCO facility, on the b..i. that the federal government ha. deprived °f the ^ 

half of ita tax base assumed to be associated with the place of employment. The diatiict also eoUecta 
about $70 for each of these pupils in taxes on the property in the plant. Even more striking examples, 

doubt| exist in other perts of the country. ^ ^ 






BATTSLLE MEMOHIAL INiTITUTE - C0LUMBU8 lABORATOHIES 



6 ! Double Payment 8 



The federal government iiai lohg adminjitered a number of revenue-sharing and in-lieu-of-tax pay- 
menta for the purpoae of compenaatihg lo’cal toverning bodiea for the impact of the federal government on 
their tax revenue!. Theie paVmeiiti a>e nomally based upon some feature of the federal property 
(e.R.. RFC in-lieu payments P.L. 388) or upon the proceeds from economic activities carried out on 
the property (e.g. , sharing of timber and Ta'yior Grazing revenues)^ Because impact aid is based upon , 
the student population rather than property characteristics, the two payments frequently overlap to the 
benefit of the school district. 



Case 7; Pupil Loading Differences 

' ' ' n 



The current program relates its per-pupil payments to a local contribution rate that is constructed 
by considering either national and state average costs or by examining the per pupil costs of districts 
generally comparable to the impact aid recipient. These per pupil cost calculations are derived by 
dividing the total operating coats of a school system by the number of students being educated by it. As 
a result, the program implicitly assumes that the coats of educating a federally connected pupil are, on 
the average, comparable to those of educating a non-federally connected pupil. 

The moat significant difference in pupil costa between military children and the average attendance 
in school districts derives from the different age profiles of the two groups. Some school districts have 
good records of enrollment by grade reflecting separately the federally connected and non-federal enroll- 
ment. In such districts located near military installations Battelle (and the school officials concerned) 
have noted a tendency for the military dependents to be concentrated in the primary grades, by compari- 
son with enrollment of non-military children. Because per pupil cests in primary grades tend to be lower 
than in high school, a local contribution rate based upon average per pupil coats will tend (other things 
being equal) to overpay a district that experiences its military impact primarily in the lower grades. 



Case 8i The Stationary Child 



One rationale of P. L. 874 payments is that the federal government causes a child to be in a school 
district. This rationale fails to cover the circumstance of a father with children in a school ayqtem 
who leaves his children at home while performing military service outside the school district. Tor 
example, a father who is drafted and sent to Europe unaccompanied by dependents will create entitlements 
for the school district in which he left his dependents. An alternative rationale for the P. L. 874 payment 
is that the federal employment replaces non-foderal employment at a place of work on which the school 
district could levy taxes. In the case of the tnovement of a single employee, however, the tax liability 
of the former place of employment does not change, and there is some probability that the earlier place 
of employment may not have been taxable property in the school district. 



Case 9; The Stationary Parent 



In many cases, an individual's selection of residence is independent of his selection of employment. 
In these cases, the child would be in the school system whether or not the parent were federally employed. 

For example, some federal installations located in states with a large number of small school dis- 
tricts give rise to impact aid entitler^ents in as many as one hundred school districts. Tinker Air Force 
Base outside of Oklahoma City, Oklahoma, provides a good example. It would seem highly likely that 
many, if not all, of the federally connected students in Midwest City, Oklahoma, are there solely be- 
cause of the base. It is possible that people drawn i-? Oklahoma because of the base would live, in some 
cases, in other nearby school districts. However, it is extremely unlikely that someone moving to 
Oklahoma to work at Tinker would locale as far as 50 miles away from it, 



The explanation for entitlements based on 'llnki'r Sjm'ading throughout central Oklahoma is quite 
shi'ple. Elxiating Oklahoma residents who otherwise would be farming full-time have, no doubt, found 
higher pay at the base and thus work there but have nut chosen to give up the communities in which they 
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grew up. Ae a result, the children of theie commuting parents are in schools where they would be likely 
to be even if the Air Base did not exist. 



Case 10; The Program Underpays on the Basis of 
Net-Burden Concepts in Some Special Circumstances 



As noted above, impact aid is likely to make overpayments where highly valuable private economic 
activity takes place on land that is owned by the federal government. Even though the Private economic 
activity is .taxable, the property is considered as federal property for the purpose of calculating entitle- 
ments.^ A reverse situation exists where the underlying (low value) land is taxable private property but 
the major vrlue of the activity on the property is federal and thus not taxable. 

A number of examples of this situation no doubt exist. The Battelle team discovered one such 
example in Alamogordo, New Mexico. As a result of expansion of a neighboring air base, a number of 
children attending Alamogordo schools were living in government owned house trailers 
in the range of $2. 000 to $5, 000) that happened to be parked on privately owned land (worth perhaps a 
$100 per parking spot). Effectively, neither the place of residence nor the place of employment was 
taxabU, b^t the*diiTrict was paid on the basis of 3(b) pupils (only) because the residence was on private 

taxable property. 



PROBLEMS WITH THE CURRENT PROGRAM IN 

^HE PEh-f-U^L t»AYMEt;f^ 






Even assuming that the student counts accurately measure the pupil loading on a school system that 
can legitimately be called a federal responsibility, a number of difficulties arise in using current law to 
calculate the per pupil payment. Some of these difficulties are discussed in this section. 

Local contribution rates calculate payments for a year on the basis of costs two years before. Con- 
ceptually, the current P.L. 874 seeks to compensate a district for the costs of sweating federally ;jon- 
nected pupils on the basis of what such education costs in comparable districts. However, the costa used 
?or ttiese calcuU are two years old. With costs per pupil advancing significantly every year, per 
pupil payments to districts are less than they should be to be consistent with the theory of the program 

or wi^ n0t burden concepts 

Many individuals beJ^.eve that an appropriate measure ^)f the federal obligation to support the educa- 
tion of federal pupils is what districts raise from local taxes to support the 
standard none of the curient methods of calculating the per pupil payments under P. L. 874 
rate in reaching the appropriate per pupil payment, as all of them use some basis other than the district « 

own financial data to calculate the rate of payment. 



Regardless of what one assumes net burden on a school district to be, it is clear that the actions 
)f a state official could not change that burden. Present law permits this through the operation of allow- 
ng local contribution rates to bo calculated on the basis of groupings of districts selected by state 
luthoritios or comparable districts that are selected by the applicant. Further, present law places a 
ireat premium upon making manipulations of groupings and in judicious selection of comparable districts 
in order to maximiae entitlements. The inherent flexibility of these methods of determining the per pupil 
payment rate also gives the Office of Education considerable (but rarely recognia.ed) power to vary the 
sosts of the impact aid program without changes in impact aid legislation having to be made. 



The use of one-half state or national average per pupil contributions as a ndnimum payment rate 
tends to compensate some districts far in excess of federal burdens under any conceivable theory of 
burden The minimum local contribution rate may bo calculated by using one half of the national or state 
average per pupil cost. Currently, this indicates a floor local contribution rate of about $3U0 per pupil. 
In theory this would permit a district that raised only one cent per pupil from local sources (the remain* 
der coming from state and federal aid) to claim entitlements of $300 for each federal pupil in attendance. 
Because of the operation of this national minimum provision, the per-pupll federal payment does not 
automatically correct for overpayments or double payments. When such excessive payments occur a 
district may drop its local tax rate, but the method of payment is insensitive to local tax effort ami local 

tax revenues, 
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The provisions of current law als» aggravate the "theni that has, gets" probleni by tending to make 
the per pupil payments to richer districts higher than to poorer ones. Particularly in developing "com- 
parable districts, there is a tendency to base the local contribution rate upon other districts that are as 
affluent as the applicant. 



INCOME DISTRIBUTION ASPECTS OF THE PROGRAM 



Whether the federal government should be influenced in its educational policies by whether the 
recipients of assistance under impact aid tend to be relatively affluent districts is obviously a question 
over w'hich reasonable men can differ. However, it seems reasonable to at least consider the income 
distribution aspects of the present program. ^ 

• I 

I * 

In general, for the reasons discussed in detail in Chapter 6, there is a tendtincy for the highest per 
pupil payments to be made in the richest states (as measured by such indicies as per capita personal 
income) and the lowest per pupil payments to be made in the poorest states. Within each state, as noted 
above, there is a tendency for the highest per pupil payments to be made in those districts that have the 
highest tax base per pupil. _ """ 

The distribution of impact aid funds among the states is obviously related to the' distribution of 
federal activities among states. Because there is a significant concentration of irdlitary installations in 
Southern states, impact aid payments tend to be higher on a per total pupil basis in these states, most of 
which have below average per capita personal incoi/ies. Outside the South, a significant percentage of 
impact aid payments are made to districts in statei such as California and Washington that have relatively 
nigh per capita personal incomes. 

Within etates, the situation is more complex, particularly, in those states where the income of 
federal employees tends to be above state averages, it is not unusual to find that the concentration of 
impact aid payments occurs in some of the districts with the highest personal income, while the poorest 
districts have little or no federal impact and thus no P.L. 874 payments. In Virginia, for example, 
payments are concentrated in the Washingtonj, D. C. suburbs and, Hie areas around Norfolk, while the 
poorest portions of the state are found in the Western hill country. In Maryland, payments tend to be 
concentrated in the affluent Southern portion of the state, rather than in the more mountainous poorer 
areas or on the Eastern Shore. In Colorado, payments are concentrated in the Denver-Colorado Springs 
area, the most affluent area in the State. There are cases in which somewhat of the reverse effect 
occurs, primarily in those districts with Indian students (federally connected) whose parents tend to have 
low incomes . • 

However, in most state® it is Incorrect to assume that the heavily impacted districts are either the , 
richest (measured by either assessed value per pupil or personal income per pupil) or the poorest groups 
in the state. A more normal situation occurs when the heavily impacted districts are not a part of the 
fastest growing or most affluent metropolitan areas, but are in communities that may have higher in- 
comes and property values than certain other areas of the same state. Because the seat of government 
is located in Washington, D. C; there is a tendency for many individuals to use Fairfax County, Virginia*, 
and Montgomery County, Maryland*'^, as typical examples of impact aid districts. More appropriate 
examples of federally affected areas are Augusta, Georgia, Rapid City, South Dakota, El Paso and San 
Antonio, Texas, Alamagordo, New Mexico, and Groton, Connecticut. 



OTHER PROBLEMS WITH THE CURRENT PROGRAM ’ 

n 

There are a significant number of problems associated with the current provisions of P.L. 815. 
These problems are discussed in connection with recommendations for changes in payments of capital 
costs in a later chapter. In passing, it should be noted that most of the P.L. 815 problems result in 
underpayments rather than overpayments. Other miscellaneous problems with the current legislation 
are discussed below. 



><<Fairfax County was entitled to over $9 million of impact aid funds in 1967-68. 
>i‘>!<Montgome ry County was entitled to slightly less than $6 million in 1967-68. 
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Section 2 Payments 






Whe 



,u < P-^°p=>^‘y and pupils result in d’'uble payments to some school districts 

the federal government acquires pro^rty in a school di trict for use as a military installation or for 

“ r°"’’ a*'®': The assessed value of the property 

vidod by the nuinber of pupils on the property may be higher than, lower than, or equal lo, that of the 
remainder of the dialect. Assuming that the pupils move out of the district at the same time as the 
property is acquired', the school district will be respectively worse off, better off, or as well off as 
before the federal government acquired the property. Under Section 2 of P. L. 874, the federal govern- 
ment may com^n.ate for situation, of federal property acquisition regardless of which of these three 

thl^sineraTef cr‘*i h^d” '’V '^e federal government for an activity 

here* tv, '’'a *»‘Mct will be paid twice for the property. First, it will be paid 

because the property was taken off the ta* rolls (Section 2 of P.L. 874). Second, it will be paid because 
he non-taxable property generates students without generating tax revenues (Section 3 of P.L. 874). 



Grades 13 and 14 



,, The operation of P.L. 874 is inequitable in its treatment of students in grades 13 and 14 The 

Unt H if 7 education and higher educational opportunities has increased rapidly in the 

United States in the past decade, largely as a result of the financing of such institutions by states (with 

f>rtl7 f The financing of this education is^iverse throughout the United States. Moat states 

coUect some tuitmn payments for higher education, alt tough the payments do not normally account for 
anything approaching the full costs of such education. .'I ome states tend to finance grades 13 and 14 

nrn'Tdi 7 ’ California), while others have some local taxing units that 

provide higher educational opportunities while others do not (e.g., Massachusetts has a few districts 

that provide educational opportunities beyond grade 12 while others do not); still others finance higher 
education through state sources (most states) rather than local taxing units. The current P L 874 

'“f these methods of finance. Currently, California receives reimburse- 

ment for Its grades 13 and 14 pupils who are fedemtlly connected, while other states do not. Battelle has 
found no econortuc justification for this difference in treatment 



Public Law 874 Provides an Incentive for States 



to Refuse to Educate Federal Children 



Section 6 of P, L. 874 provides for direct federal funding and provision of education when "no tax 
revenues of the State or any political subdivision thereof may be expended for the free public education 
l provision conditions the federal government's decision to provide for its 

children (^rectly squarely upon action by the states to refuse to educate such children. Under circum- 

rom^n«f "" To TT® state not to be adequately compensated for under the 

I ^ -JuT ° 4 * * P*L. 815, this provision can create an incentive for a state to pass legis- 

ion w raw ng a previous right of school districts to provide education for children residing on 
federal property. ® 



o T «ituati on described above has been improved somewhat by the passage of Section 6(f) of 

ftud^n*! .W a district to count as federal property any property containing 

s udents that are denied free public education in the state. Thus, the situation described above will be 

liJnl only in the cases of those installations that do not have large number of employees 

living off the geographical boundaries of the installation. 



entitl.7;^ ? T o , i P.l- 815, the prospects for payments of less than full 

incriaT ‘ '• uncertainty associated with both programs has caused a significant 

increase in some areas in interest in turning responsibility for federal pupils back to the federal 



*If the p-pils stay on the property, they give rise to entitlements as students living on federal property. 
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The Program Frustrates State Policies to Equalize Education Opportunities 



Currently, both the federal impact program and many state school aid programs duplicate each 
other in reaching at the same educational finance problem. The state programs frequently guarantee a 
minimum educational program to a district, regardless of its tax bass, so long as it levies a stipulated 
minimum tax rate. The effect of these state aid formulas is to compensate heavily those districts that 
have very low assessed value per pupil. The federal impact for which P. L. 874 compensates is that of 
bringing children into a district without bringing corresponding increases in taxable property. The 
symptom of a heavy federal impact, therefore, should be a low tax base per pupil. In those states \Vith 
equalizing state aid payments the state aid (paid on the basis of low assessed value per pupil) and the 
impact aid program (paid on the basis of federal pupils) tend to reach the same districts. Under current 
federal legislation the states may not take the impact aid program into account in making state payments 
and the federal government does not take the state programs into account when making federal payments. 



Examples of this problem will be found in Chapter 8 dealing with the impact of impact aid on state 
aid foltmulas. The problem means that states must use scarce state funds to double pay districts with 
federal impact, instead of being able to use those funds where the gap between educational needs and 
financial resources is the greatest. 



ANALYSIS OF P. L. 874 AND P.L. 815 IF NOT FULLY FUNDED 



The previous discussion has considered the situation assuming that the option of the current pro- 
gram is accepted by the Executive Branch and the Congress resulting in appropriations that are sufficient 
to pay full entitlements under P.L. 874 and fund all eligible projects under P.L. 815. It is also desirable 
to consider the option of keeping the present law but not paying full entitlements under that law. Such a 
situation bears examination for several reasons. First, it could be considered in its own right as an 
alternative. Second, because the current program has not been fully funded in the last several years, 
examination of less than full funding is essential to explain some of the difficulties encountored in the 
current program. Third, although no single interest might adopt less than full funding as an alternative, 
it is possible that the continued interactions of the Executive Branch, the Congress and the impacted 
districts wall produce less than full funding in the next several years. 



Probable Attitude of the Executive Branch Toward Fuji Funding 



For reasons discussed in detail throughout this report, the present program has a number of seri- 
ous problems of overpayment in relation to the various objectives the program is intended to achieve. 
Many of these problems have been understood for a long time, others will have first come to light wdth 
the publication of this report. 



The question facing any Administration will be whether to include full funding for P.L. 874 in its 
cux'rent budgets, assuming that recommendations for change in the P.L. 874 legislation are not recom- 
mended or, if recommended, are not enacted. In making this decision, the Administration (both the 
current Administration and any subsequent ones) will consider the value of the current program in rela- 
tion to (1) other education programs *-* both those already in existence and those that could be inaugurated, 
(2) other federal expenditure demands ranging from defense to housing, and (3) the possibility of lower 
federal taxes. In such a context, an Administration will not adopt full funding of P.L. 874 merely on the 
basis that full funding would do more good than harm; it must decide whether using the funds for full 
funding of P.L, 874 is superior to all the other options for the use of the amounts involved. 



School districts would like to see P.L. 874 entitlements considered as a commitment of the federal 
government which, like interest on the national debt, , would largely be paid automatically. However, un- 
less the present P.L. 874 program is changed substantially, the program goes well beyond what might 
reasonably be considered the obligations of the federal government. Thus a continuation of the present 
P.L. 874 legislative framework is likely to cause any Administration to consider P.L. 874 as it would 
any other education, program and to alter funds requested from the Congress in response to various 
factors including demands for expenditures for educational and non-educational programs. The result 
is likely to be in the future what it has been in the past. Confronted wdth circumstances where the 
P.L. 874 authorizing legislation remains essentially unchanged or is broadened, the past three admin- 
.istrations have consistently requested funds well below those necessary to pay full entitlements. It 
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I — seems reasonable to predict that future administrations are unlikely to accord a high priority to full 

i funding for the present impact aid program. 
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Consequences of Recommending Budgets to’^ Pay 
Lesa-Than-Full Entitlements 
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Recommendations for paying less than full entitlements under P. L. 874 and P. L. 815 may have 
significant consequences in causing the Congress to provide less for the programs than it otherwise 
might. However, even if Congress provides full funding for impact aid despite Administration recom- 
mendations (and assuming that the Administration spends those appropriations), there are consequences 
stemming from the situation that are independent of the size of the final impact aid appropriations. 

First, when an Administration recommends less-than-full funding, many school administrators 
decide to carry the fight for full entitlements to the Congress. Many of these administratorii would 
prefer to use their time in improving the education offerings of a school system by other methods than 
through continuous involvement in national politics. 

Second, the Administration recommendations of less-than-full funding automatically trigger a 
problem under standard practice in continuing resolution authority. In recent years, educational appro- 
priations (in common with other appropriations) have tended not to be made until some three or four 
months (or more) into the fiscal year for which they are made. To operate federal programs in the 
interim between the end of one fiscal year and the appropriation for another, Congress adopts a continu- 
ing resolution, the usual effect of which is to allow the federal agencies to operate at the lesser of the 
expenditure rate of the preceding year or the expenditure rate of the President's budget recommendations. 
This phenomenon hai) a tendency directly and indirectly to slow the rate of payments under P. L. 874, thus 
contributing to the problem of late payments that are bemoaned by many school districts receiving 
P. L. 874 funds. 
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Third, when the Administration recommends a low budget for P.L. 874, school budgeting becomes 
a near impossible mess in the heavily dependent districts. Although school finance timing varies through- 
out the United States, the example below indicates the nature of the problem in most jurisdictions in the 
United States. The example represents a composite district that is similar to, but not identical to, any 
P. L. 874 recipient. 

The district began budget planning for its 19i>9-70 school year in the fall of 1968. In many states, 
the property tax rates for the following year (including part of the 1969-1970 school year) had to be set 
even before calendar 1969 began, In its budget planning a school district will normally estimate the 
costs of continuing present programs, consider the costs of potential new programs and salary increases 
and estimate the revenues expected to be available. Then, it can consider whether to change tax rates 
and whether to adopt new programs or salary increases. 

This process is frustrated in districts that receive a large percentage of revenue from P.L. 874, 
because it requires in the Fall of 1968 (or whatever year is chosen for the example) that the district be 
able to make a reasonable guess about its entitlement for the following fiscal year. Such a guess is 
nearly impossible to make before the President's budget is released (January, 1969) and difficult to 
make thereafter. For example, in December of 1969, nearly halfway into the school year, school 
districts had no reasonable basis for estimating what payments they would receive under the P.L. 874 
program because Congress was still considering what the appropriation should be and the Executive 
Branch still considering its authority to refuse to spend what Congress might appropriate. 
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This uncertainty confronts a heavily impacted district with a nearly impossible situation as is 
indicated by the following listing wKich shows the sensitivity of tax rate decisions to P.L. 874 funding 
assumptions for a typical (but hypothetical) heavily impacted district. 
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Progr».m Decision 



Aiaumption About P. L. 874 



Local Tax 
Rate Required, % 



(1) Continue current program (A) 

(B) 

(C) 

(2) Give teachers 5 percent rather (A) 

than 3 percent salary increase (B) 

(C) 

(3) Reduce pupil teacher ratio from (A) 

25*1 to 23:1 and increase (B) 

instructional materials by (C) 

$5, 00 per pupil 



Full entitlement 


No change 


Prorated at 80 percent 


up 7 


Eliminate 3(b) pupils 


up 3 3 


Full entitlement 


up 2. 7 


Prorated at 80 percent 


up 9. 7 


Eliminate 3(b) pupils 


up 35. 7 


Full entitlement 


up 7 


Prorated at 80 percent 


up 14 


Eliminate 3(b) pupils 


up 40 



Source: Developed by Battelle to indicate situatic ns in heavily impacted districts. 

The dilemmas of the heavily impacted school district can be demonstrated by assuming that the 
superintendent, the teachers, the bokrd of education, and the voters all preferred to increase taxes 
10 percent to finance a 5 percent increase in. teacher compensation and a slightly reduced pupil teacher 
ratio and somewhat more instructional material per pupil. In a non-P. L. 874 district, accomplishing 
this would be simple (given our assumption that everyone wants the change and is willing to pay for it). 
Depending upon the state, the board of education would enact the tax increase, put it in its budget to be 
approved by a municipality or county, or would submit the proposed increase to the voters. There is 
no way that the district relying heavily upon P. L. 874 can arrive at the educational result it desires 
except tlirough blind luck. 



If the district aaaumea tlfiat full entitlements will be paid and finds out halfway through its school 
year that they will not be, it must curtail its expenditures sharply in the second half of the school year. 
Because most of the costs elements of elementary and secondary education (e.g., teacher salaries and 
number of teachers on contract) are fixed at the beginniiig of the year, mid-year adjustments are 
extremely difficult to make. If, on the other hand, the district assumes that less than full entitlements 
will be paid, an unbudgeted windfall will occur if such entitlements are paid in full. 



Many P. L. 874 recipients have been able to develop ways to mitigate the uncertainty of P. L, 874 
payments. These methods include (1) consideration of 'such receipts in the budget for the year following 
the year in which they are supposed to be paid, (2) trying to accumulate cash balances, (3) deferring 
certain discretionary purchases of equipment until near the end of the school year so that, if entitlements 
are not paid in full, these purchases may be omitted, and (4) making salary committments contingent upon 
P. L. 874 funding levels. More lightly impacted districts can avoid the impact of the uncertainties of 
P. L. 874 by treating impact aid receipts as one of a number of relatively small and uncertain categories ■ 
of miscellaneous receipts. The districts that are least able to hedge against the uncertainty of P. L. 874 
payments tend to bo those that need these payments the moat — namely the heavily impacted districts. 

The comments of school district officials on P. L. 874 (see Appendix A) indicated that by far the 
two most serious problems perceived were the uncertainty of payments and the timing of payments. The 
above analysis indicates that these problems are real, but that they cannot be resolved so long as the 
Administration recommendations for P. L. 874 and the Congressional actions on these recommendations 
differ substantially. 
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Consequences of Paying Less -Than- Full Entitlements 



The preceding discussion has examined the consequences of Adnninist ration recommendations of 
less-than-full funding or of program recommendations that would tend to cut entitlements in the assump- 
tion that the Congress ultimately enacts appropriations sufficient to pay full entitlements and the Executive 
Branch ultimately spends such entitlements. In the past several years, it has become increasingly 
apparent that a situation is developing in impact aid where the payment of less-than-full entitlements 
could become standard practice. 

The conclusions of this report indicate that the present impact aid program seriously overstates the 
net burden of federal installations and contains a number of other significant and inherent problems. 

Those conclusions also suggest that a new approach to impact aid could be developed that would solve (or 
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at least mitigate) a number of those problems. Given its conclusions that a program substantially biitter 
than the present one should be adopted, Battelle is not in a position to recommend whether payment of 
80 percent, or 90 percent (or any other percentage) of current entitlement would be better or worse than | 

paying full entitlements, assuming that impact aid remains essentially unchanged. However, Battelle is | 

in a position to point out the consequences of payment of less -than -full entitlements under current law. | 



Under current law, when appropriations are lower than full entitlements, the federal government 
first pays full entitlements under certain specialized sections of the legislation (e.g., to maintain base 
schools ma ' id by the military departments) and prorates the remaining funds over all eligible districts 
as a uniform percentage reduction. This proration method of Section 5(c) appears to have considerable 
support from P. L. 874 recipients as indicated by the fact that almost 60 percent of the nearly 3000 
recipient districts responding to Battelle's questionnaire recommended that, if less than full entitlements 
were paid, the reductions should be prorated in proportion to entitlements. Priorities for the districts 
with the lowest tax base per pupil drew i5 percent support; payments based upon 3(a) students drew 
10 percent support; and only about 9 percent suggested that priority should be given to districts that get a 
high percentage of their total budgets from impact aid. 
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For a typical district with a 5 percent relative federal impact or less the consequences of paying, 
say, 85 percent of full entitlements are not severe if sufficient notice is available so that other school 
budget adjustments can be made. Typically, such a district would be financing about 50 percent of its 
expenditures from state aid and the other half from the combination of local taxes and P. L. 874 payments. 
If the payment per equivalent federal pupil approximated the local revenues raised for each non-federal 
pupil, the P. L. 874 entitlement would represent the same percentage of the non-state aid portions of the 
budget as the equivalent federal pupils do of the total pupils, in our example, 5 percent. A 15 percent 
reduction in 5 percent of the non-state portion of a district's budget would indicate a reduction of less 
than 1 percent in that portion of the district's budget (0. 05 times 0. 15). Thus such a district could adjust 
to payment of 85 percent of full entitlement by an increase in local taxes of less than 1 percent. Alter- 
natively it could reduce expenditures to absorb the P. L. 874 reduction by a decrease in per pupil expen- 
ditures of less than one-half of 1 percent. Thus, the payment of less than full entitlements has relatively 
minor effects on those districts that receive only a smaller percentage of their budgets from P. L. 874 
funds. It will be recalled that Table 4. 1 indicated that well over half of P. L. 874 recipient districts have 
less than 6 percent relative federal impact. 

By contrast, in a heavily impacted district, P. L. 874 may represent the single largest available 
source of funds. In the extreme case where P. L. 874 represents 70 percent of the district's budget and 
the relative federal impact is 80 percent of total students, payment of 85 percent of full entitlements is 
equivalent to requiring a district to raise its local taxes by about 50 percent or to reduce its total ex- 
penditures by over 8 percent. This magnitude of reduction may, if the district has not had the opportu- 
nity to have advance warning of its coming, cause severe adjustments in the educational program of the 
district. 

The consequences of less-than-full funding in P. L. 815 are somewhat more severe in certain 
districts that rely heavily upon federal funds’ and have little access to local or stE.te construction funds. 
Those consequences are less severe in the case of the Washington, P. C. , suburban districts that 
constitute major P. L. 874 claimants because much of the growth of federal employment in recent years 
has been concentrated in the Washington, D. C. , area. 

Because of the major consequences of I'es s -than-full funding for the heavily impacted districts, if 
the present legislation is to be kept, it would seem desirable to amend it to change ‘the priorities system 
now in effect in less-than-full-funding situations. 

The ultimate solution to the problem of appropriation and expenditure of less-than-full entitlements 
under the current legislation is to adopt legislation that can command the support of all concerned as 
being necessary to compensate districts for the impact of federal activities. Much of the objection to full 
funding of P. L. 874 stems from the widespread belief that current law overcompensates many di stricts 
and thus that less than full funding would simply overcompersate them less than they would prefer. If an 
impact aid program could be developed that could .avoid major overcompensation of certain districts, full 
funding of that legislation would be tnore readily obtained. 



^Because there was some tendency for districts to prefer system.s that best -fit their situations, these 
percentages would be likely to differ if they were weighted by the P. L. 874 entitlements of each 
respondent. 
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CHAPTER SUMMARY 



This chapter has dealt with the current impact aid program as one of the options available for deal- 
ing with the federal impacts on local school systems. The large number of problems with the current 
program (both overpayments and underpayments) indicate that the current program does not conform to 
one that would be designed today as an appropriate vehicle for^aiding school systems adversely affected 
by federal activities. If the current P. L. 874 and P. L. 815 provisions remain unchanged, it is reason- 
able to predict that no Administration is likely to recommend full funding for them. As a result, without 
major changes in these laws, all interested parties (the Eicecutive Branch, the Congress, and the school 
districts) can look forward to a continuing period of uncertainty, legislative struggle, late payments, and 
general controversy surrounding impact aid. 

Whether this highly unsatisfactory sitviation can be improved depends upon two factors: (1) whether 

a satisfactory program can b,j designed and (2) if such a program is designed, whether it can be success- 
ful of enactment by the Congress. The question of designing a satisfactory program is dealt with in the 
following chapters of this report. The political questions entering into a decision to enact such a program 
are beyond the scope of the present research. 
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CHAPTER 5: DEFINING THI?: FEDERALLY CONNECTED CHILD 
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This chapter begins consideration of the major issues in the design of a new impact aid program. 
One key program design element is the calculation of the loading of pupils on a school system, or, in 
simpler terms, what students are to be counted by what method? The approach of the chapter is to con- 
sider students in various categories on a conceptual basis and then to shift to the important practical 
questions of how student counts can be administered. 



STUDENTS LIVING ON FEDERAL PROPERTY 
WITH A PARENT .WORKING ON FEDERAL PROPERTY 



A large percentage of 3(a) students under current law (who live and whose parents work on federal 
property) stem from military on-base housing for dependents of uniformed military personnel. Ignoring 
the potential favorable economic impacts of tlie base up an the local community, the case for inclusion of 
these students is the strongest for any student category. It can clearly be demonstrated that these per- 
sonnel are on-base because of a decision of the federal government; the base is not taxable; the family 
housing on the base is not taxable; the impact of the Soldiers and Sailors Relief Act* is to deprive the 
local government of income tax revenues, and the bulk of sales -taxable transactions occur through the 
commissary and Post Exchange system. The students involved are easily identified and counted. 

A number of federal civilian agencies manage programs that are comparable to the maintenance of 
on-base housing by defense agencies. Significant nunr. aers of students reside with their parents on fed- 
eral property at such installations as national parks, national forests, hospitals, and Coast Guard sta- 
tions. The economic impact of the presence of these students is comparable to military dependents, with 
the exception that the parents do not benefit from a PX and commissary system and are not covered 1 y 
the Soldiers and Sailors Civil Relief Act. 

Indians living on reservations present a situation considerably different from the economic impact 
of a military base or Coast Guard installation on a local community. The legal responsibilities and 
rights of the state government and its instrumentalities (such as school districts) vary among reserva- 
tions and on the basis of the type of title encumbrances on land held by individual Indians. ** The educa- 
tional problems of Indian students differ substantially from those of military and civilian employee 
dependents. The original P. L. 874 program did not encompass the American Indian population, but pro- 
vision for Indian children was subsequently added. 

The economic impact of the federal government on school districts that educate Indian children is 
comparable to the impact of the federal government on school districts that educate children from mili- 
tary on-base housing. In both cases, the federal government has caused the students to be located where 
they are. In both cases, through federal action, the property upon which the students reside cannot be 
reached by local property taxes. Thus, in terms of economic impact, the inclusion of Indian students in 
impact aid appears reasonable. Whether impact aid is the best method for the federal government to dis- 
charge its responsibilities for Indian education is another question - a question addressed at length in a 
subsequent chapter of this report. 

The categories of students described above account for virtually all of the students considered as a 
basis for impact aid payments under Section 3(a) of the current legislation. It would seem appropriate to 
continue to consider all of these pupils in any now formula for impact aid payments. Table 5. 1 indi- 
cates the categories of students involved. 
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*This legislation defines the status of military per8c>nnel vis-a-vis local taxes, license laws, etc. 
♦♦These rights and responsibilities cover such matters as the power to tax, to make arrests, and to 
apply other laws. 
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TABLE 5. 1. SOURCE OF STUDENl'fe WHO LIVE AND WHOSE PARENTS 
WORK ON FEDERAL 1 ROPERTY 



Department or Activity 


Students 


Navy 


68, 350 


Army 


70, 796 


Air Force 


149, 071 


Indian reservations 


38, 216 


Indian-owned, tax-exempt land 


6, 399 


Public domain lands 


2, 574 


National parks 


1, 356 


National forests 


1, 129 


Veterans Administration (primarily hospitals) 


981 


Other 


9, 021 


TOTAL 


347, 893 



Source; Derived by Battelle from data provided from the Office of Edu- 
cation's analysis of 1968 RSF - 1 (application) files. 



STUDENTS WHO LIVE ON FEDERAL PROPERTY WITHOUT 
A PARENT WHO WORKS ON FEDERAL PROPERTY 



About 9,000 students are claimed every year under P. L. 874 under circumstances where the place 
of residence is federal property but the place of work is not. Entitlements based upon such pupils ap- 
proximate 3 million dollars annually. Well over half of this group is accounted for by Indians working 
off the reservation but continuing to live on it. The remainder derive from a series of miscellaneous 
situations. For example, a government agency buys land for future use and may allow the former owner 
to continue to live on it for a year or two, or if a military officer is killed, his dependents may continue 
to live in base housing for a period and, during that period, the widow may find civilian employment. 

The economic case for counting these students in an impact aid formula appears to be sound under a tax 
loss concept, as the school district does not have access to the place of residence as a source of school 
revenues, and under a service burden concept. 



An anomaly does exist in the counting of Indian students and their classification under certain minor 
circumstances. As Battelle understands the student-count procedures involving students living on reser- 
vations and other federal land, that practice does not require that the student's parent actually be em- 
ployed on federal property, If he is not employed off federal property, he is assumed to be employed on 
federal property, when, in fact, he frequently is not employed at all. Some school districts have com- 
plained that when an unemployed Indian parent takes, a low-wage job in town, their entitlements are there- 
by reduced, despite the fact that their educational costs have not changed. Because the economic impact 
of an Indian child whose parent has no place of work at all is similar to the impact of a child whose parent 
has a non-taxablo place of work (a federal installation) it can be argued that counting children of unem- 
ployed reservation Indians as 3(a) students is reasonable under a service burden - but not a tax loss 
concept. 



PARENTS WHO LIVE ON PRIVATE PROPERTY BUT WORK 
ON FEDERAL PROPERTY 



The bulk of payments under the current impact aid program are made on behalf of students whose 
parents live in taxable residences but who work on federal property. These parents may work on federal 
property located within the same school district as their residence or in another school district. The 
distribution of clairiAed children whose parents work on federal property, but who live on private property 
(Section 3(b) (2) students), is shown on Table 5.2. Current proreduri;s allow paynionts for students when 
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the parent is a member of a uniformed service (e.g., Naval officer) without requiring that the parents' 
place of work be specified (Section 3(b) (3) students). As a result these children cannot be classified in 
Table 5.2 in terms of whether the property on which the parent works is located within the district pro- 
viding schooling to the children. 



TABLE 5.2. SOURCES OF 3(b) STUDENTS 



Students With Parents 
Working on Federal Property 

Agency or Activity In “the district 5utside the District 



Uniformed service (branch unknown) 




(566, 969) 




Navy’l' 


140, 974 


183, 550 


Army* 


160, 050 




210, 381 


Air Force* 


190, 625 




209, 082 


Agriculture (incl. National Forests) 


14, 710 




9, 015 


Interior Department 


22, 426 




10, 263 


Justice Department 


2, 348 




2, 369 


Treasury Department 


2, 321 




1, 576 


Veterans Administration 


36,440 




29, 591 


General Services Administration** 


91, 956 




101,211 


TVA 


3, 364 




6, 341 


HEW 


12, 229 




26, 2 53 


AEG 


29, 549 




50’ 209 


Corps of Engineers 


5, 597 




10, 129 


Other 


40, 094 




45, 667 


Total 

Grand total = 2,215,289 students 


752, 683 


(566, 969) 


895, 637 



♦Includes civilian employees and some uniformed personnel, 
♦ ♦Includes other agency employees in GSA buildings. 

Source; See Table 5. 1. 



Consideration of Table 5. 2 clearly indicates that the current impact aid program is basically a pro 
gram for dealing with the educational problems of Defense Department employees. Some 75 percent of 
all of the 3(b) children are directly related to defense activities. 



Should The Students Be Counted At All? 



Considerable controversy exists over whether the children who live in privately owned dwellings 
should ever give rise to P. L. 874 payments. Although the proposal was rejected by the Congress, the 
Administration did recommend confining impact aid to 3(a) students in its fiscal 1970 budget proposals. 

While having considerable reservation over payments under certain circumstances to be described 
in later chapters, Battelle can find no logic to exclude payments for all of the (b) pupils. The analysis of 
economic burden developed in Chapter 2 would indicate that circumstances do exist where 3(b) pupils 
alone do place a burden upon a school system. 

In the extreme case, the 3(b) child represents the ftjllowing situation: A military base expands its 

manning levels and in the process brings a number of new military and civilian employees to the area 
around the base. Limited base housing is not sufficient to house all of these individuals, and they and 
their familios find housing in the local market. These employees bring their children, who become stu- 
dents in the local school system. These employees frequently will live in housing (e.g., trailers) with 
extremely low assessed value (or none in some states). Even when they live in more normal housing, 
the taxes on the place of residence do not necessarily defray the costs of educating their children. For 
example, a family with two school age children that lives in a .$2 5,000 home will, assuming a national 
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average tax rate, contribute about $375 annually to local school revenues, while causing about $1, 200 in 
additional school costs. Some of these additional school costs will be covered by state aid, but even if 
state aid covered half of the costs, the local school systeni would find its revenues increased by $375 and 
its costs by $600 fropi such a family. 

V 

In the extreme caae, the new residents of the area will not bring substantial additional tax base in 
the fo rm of service indilstiics because ba sic services (e.g,, me d i c ine and dentistry) and sales (e. g. , 
food and clothing) may well be provided through the base. Also, in the extreme case, these migrants do 
not bring the residential property values that could carry equivalent student loads. A school district 
obviously makes a profit on a 55-year-old couple whose children have passed the twelfth grade, but both 
military and civilian personnel migrating to a new base are not likely to be in the 551- age bracket and 
military personnel without dependents will normally be housed on the base. 

The above example, if true in a single case anywhere in the United States, would indicate that at 
least some 3(b) students should give rise to entitlements under an impact aid program. Available evi- 
dence indicates that such situations do exist in the United States. In its visits to school districts, 

Battelle has received anecdotal evidence from a variety of sources that the example above has real 
world counterparts. Further, some school districts can demonstrate that their asses‘sed value per pupil 
(excluding 3(a) pupils whose inclusion would make the situation even more striking) dropped significantly 
coincident with a major opening or expansion of a base. 



The question of the rate of payment for a (b) pupil, however, is a different matter. The current 
program pays half as much for a (b) pupil as for an (a) pupil on the theory that the school district is en- 
titled to a complete tax base behind each child. This complete tax base is presumed to be made up of 
industrial and commercial property (50 percent) and residential property (50 percent). When a child's 
parents neither live nor work on taxable property the payment rate is 100 percent of the local contribution 
rate (UCR), but when either, but not both of these situations prevail, the payment is 50 percent of the 
UCR. Battelle's conclusions that some 3(b) students sliould be counted does not imply that the existing 
method for calculating local contribution rates for such students is correct. 



Problems Relating to the District of Residence 



One of the most controversial questions about P. L. 874 has developed around the distinction be- 
tween the 3(b) "ins" and the 3(b) "outs". The current program does not distinguish between children 
living in the same school district in which the parents work and those students who live in a different 
school district. In the current concepts of burden, this distinction is important. If the federal property 
were taxable, it is clear that the position of a district educating 3(b)'"out" students would not be im- 
proved, because that district could not tax the property not in its jurisdictional boundaries. Further, it 
is clear that the notion that a school district is entitled to 50 percent of LCR based upon the non-taxability 

of the parents' place of work has no application to a school district that is located in a bedroom 
community. 



This type of logic has led various observers quite quickly to one of two approaches to P. L. 874. 

The first approach is simply to deny payments (or reduce payments) to districts that claim upon the basis 
of the 3(b) "out" students. Another approach - adopted by the Stanford Research Institute in its 1965 
report - was to base entitlements upon the percentage of property in a district that was residential. 



Stanford's concept would measure the percentage of property that was residential in each school 
district and base the payment for (b) children upon the reciprocal of that proportion. Thus a school dis- 
trict that was reliant upon residential property for 75 percent of its revenues from local sources would ' 
be entitled to a 25 percent contribution on the basis of a 3(b) student whose residence was taxable but 
whose place of employment was not. This type of approach has two major problems. First, it is not 
practicable to measure the percentage of property that is residential in each school district within rea- 
sonable administrative costs. Second, if it were possible, the results would be highly misleading. The 
Stanford approach would work well for a distric t that clearly would be a bedroom community whether the 
parents' place of employment were federal or non-lede ral . The difficulty comes when the residential 
chaiacter of the tax base of a community is itsell caused by the federal governmejit. Fcjr example, 
Community A has a single large industry whose workers live in the town; Comxriunity B has the same 
situation only the industry happens to be a gove rnment -owned arsenal. Figures on the as.se.ssed value of 
property will show that (community B ig a residential czonimunity and base entitlements accordingly a 
misleading result. ’ 
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The cdncept of hot paying any of the expenses c ’ the 3(b) ’’out*’ student appears reasonable in the 
context of a P. L. 874 payment that attempts to comp nsate a school district for the non - taxability of the 
place of employment. However, from the standpoint'^of a program that seeks to con^pensate for the net 
burden of federal installations, excluding 3(b) ’’out” students from the program is not consistent with 
net burden concepts. Conceptually, we have indicated that the key question is what the school district 
can raise from its tax sources, given its federal impact, versus whvat it would have been able to raise 
without the federal impact, Whe’re the induced effects of federal installations leave the district better off 
than it would have been, this effect may cover both 3(b) ”ins” and ”outs”. On the other hand, there is no 
reason to assume that positive economic impacts of federal installations exceed the costs of educating 
3(b) ’’outs” in every school district. 
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Under this burden concept, a distinction between 3(b) "ins” and ”ouis” is hard to justify, although 
a distinction between districits with and without burdens makes sense. It may be that districts without 
federal property in their boundaries are more likely to have positive rather than negative impacts from 
federal activity, but 3(b) ”outs” cannot logically be ruled out of the impact aid program in their entirety. 

This can best be seen by example. Fort Bliss is a major army installation that accounts for a 
large percentage of the land area in a county in Texas. That county has two school districts, Ysletta and 
and El Paso. The Fort is a separate land area, entirely owned by the federal government, that adjoins 
the privately owned land in both districts at certain i^oints . The Fort could be included in either district 
without creating geographic boundaries that would a pear unusual. Both districts educate a number of 
children from the base who live in private housing n:;ar the base. In addition, one of the districts edu- 
cates the children living on the base. By reason of a provision in Texas law that has nothing to do with 
the impact aid program, the location of the Fort within one or the other uf the school districts has been 
litigated in Texas. By virtue of that litigation the base was at one time considered as being part of one 
district, but is now considered to be part, of the other, 

Battelle has visited these school districts and discovered that both of them educate a substantial 
number of 3(b) pupils, whose parents work on Fort Bliss but who live in homes in the respective dis- 
tricts, Both districts feel that they are significantly burdened by the presence of the federal 
installations , 




1 

I 

I 






If 3(b) "outs" are to be excluded one of these districts would receive no payments for its 3{b) chil- 
dren, while the other would be paid for all its 3(b) children. Obviously which district is paid will depend 
upon the old Texas court decision. Further, should the court ever change its mind, impact aid confined 
to 3(b) "ins" would have to follow that change. Clearly a program that calculates net burden on the basis 
of court decisions about boundaries has some rather major elements that are not economically or edu- 
cationally based. In other words, because school district boundaries in the United States are arbitrary, 
to introduce them into an impact aid formula to exclude 3(b) "outs" makes neither economic nor educa- 
tional sense . 

One of the major advantages claimed for eliminating 3(b) "outs" from the program is to reduce its 
cost. Yet, it is doubtful if the cost savings from this approach could be realized in the long run. While 
the first impact of eliminating 3(b) "outs" would be to reduce entitlements by about $200 million, states 
would quickly find ways to increase those entitlements again by merging the federally affected districts. 
All of the savings from excluding 3(b) "outs" in the case above covild be wiped out by a simple consoli- 
dation of the El Paso and Ysletta districts — that consolidation would alone cost the federal government 
the total of Ysletta (the out district) entitlements. Similar consolidations of federally affected districts 
could be expected elsewhe re . 
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The attractiveness of the exclusion of 3(b) "outs" is also trat:eable to the concept that some districts 
are really not losing tax revenues because they couldn't tax the federal place of employment even if it 
were privately owned because it would lie oulsicle the school district. However, the impact aid concept 
of paying on the basis of stvidents rather than property also violates this tax loss concept because the pay- 
ments with respect to federal pupils who live in the same district as the installation will frequently 



* The local contribution requirement under the Texas state aid formula is reduced by a factor 

representing the proportion of federally owned property in the school district. Thus, each district 
gains an advantagt; if it can claim the acreage of the base. 

** If there are ove ipayments on the basis of (b) students inherent in the preseJit law, these overpay- 
ments are as likely to be matle on 3(b) "ins" a.s .1(b) "onis". 

-[’hi.s example deim>nstraU;H that a formula lhat <-\cln(l.!d 3(b) "nuts" woubl not . onronu to net Inu-don 
concepts. Obviously the mei'ger of two c.listrict.s does not incre.ase net biii'den. 
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exceed the payments that would be made if the instalhUion were taxable. For example, the taxes levied 
on Indian lands might well be considerably less for certain school districts than the P. L 874 payments. . 
If a concept that impact aid should not exceed potential tax loss were adopted to eliminate 3(b) students 
who live outside the district with the installation, such a concept should also be applied within the dis- 
trict having the federal installation. Thus, we believe that the 3(b) "out" students should continue to be 
counted for impact aid. To the extent that a large number of 3(b) "out" students coincides with other 
problems (such as large payments to affluent districts), the problems can best be attacked directly, 
rather than by excluding payments for 3(b) "out" students. 



The "Working On" Definition 



Students give rise to entitlements when they have a parent working on fede ral p roperty . As noted in 
Chapter Two the basic logic of the P. L. 874 payments are that the student would, but for the federal im- 
pact, not be in the district causing educational costs. An alternative logic is that the school district 
would be collecting taxes on the parent's place of work, but for the fact that that place of work is non- 
taxable federal property. Neither one of those justifications make any sense in those cases where the 
primary wage earner in a family works on private property, but a secondary wage earner such as a 
working wife, works on federal property. The economic logic of the program would thus call for the stu- 
dent count procedures to distinguish between primary and other wage earners for the purposes of deter- 
mining entitlements. Failure to do this means that the student counts tend somewhat to overcount the 
burden of federal installations. 



Despite the overcounting inherent in failing to distinguish between primary and other wage earners, 
Battelle does not recommend that the student count procedures be made any more complex in an attempt 
to correct this problem. Administrative costs of including this distinction would be high, * defini- 
tional problems would be serious, and the resulting improved accuracy would still leave many more 
serious conceptual problems of the type described in Chapter 2. Like the problem of the 3(b) (2) "out 
students, this counting problem is bast handled through the workings of a general burden formula rather 
than through elaborate refinements in student counting techniques. 

A similar series of problems arises in connection with temporary or seasonal workers on federal 
property. Under current procedures, the federal connection of the parent is based upon whether he was 
employed on federal property on the student count date. Such a procedure, administered in a way to in- 
clude persons employed on federal property but not physically present on the property on the count data, 
makes the student counts sensitive to the choice of the count date in the case of temporary or seasonal 
workers. Conceptually, the economic impact of such workers - like the impact of full time workers - 
depends upon such questions as whether they woiild be living in the school district even without the feder- 
ally connected employment and whether they would cause an increased local tax base by working on non- 
federal property if they were not employed on federal property. Administratively, applicant school dis- 
tricts can be expected to select a date for counting students that tends to maximize the number of 
federally connected students. For example, Battelle found from the files of one applicant district that 
the district corresponded with the local large defense contractor to determine a count date that would 
correspond to the employment peak at the contractor's facility. 

The problem of seasonal and temporary workers is simply another aspect of the way in which the 
current P. L. 874 program tends to overestimate the economic burden of federal installations. The ad- 
ministratively most practicable method for correcting such a problem is in the context ot a general 
burden formula. 
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^<The obviouB definition of primary wape etrnrr would \)ci to foneider as primai’y the wage earner receiv 
ing Ihr modt income, or to allocate the federal runponw ibilily nn the proportion that the spouse working 



on federal property rep relented of the total income of all wage earners in the household. Seeking to 
obtain income data through questions i res is always <lifficub and would be even more diffic:ult through 
impact aid procedures where the forn'ia are carried to school by students. 
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Chapter i described in some detail the problem of double payments of federal obligations that arise 
when a school district receives impact aid payments based upon parents wcj^king on a particular property 
and receives tax payments (as in the case of a government-owned, conlracto r - ope rated facility), shared 
revenues, in - lieu -of-tax payments or similar revenues generated by that same prcjperty. In these cases 
Battelle has conuidered recommending that the definition of federal property be changed to exclude such 
properties, thereby making it impossible to count as federally connected the students whose parents 
work on such properties. However, such a recommendation would be inequitable in those cases where 
the special payments are clearly less than either the paymentfl that would be made if P. L, 874 were 
allowed to operate or the payment that would be made if the full facilities were taxable, furthermore, 
the districts that housed many of the workers from suih a plant would receive neither P. L. 874 nor the 
shared revenues and paynnents in lieu of taxes if such a step were taken. 

Rather than excluding such facilities from the definition of federal property, the school districts 
should be permitted to count such facilities as federal property under the saitic ground rules currently in 
effect under P, L, 874. However, such districts should have to deduct from the amounts due under im- 
pact aid, the amounts already received from such devices as shared revenues from forest lands, in-lieu 
payments on certain properties and the revenues received from government-owned, contractor -operated 
facilities. As a practical matter this recommendation would mean that such facilities would be claimed 
by school districts only if such revenues from the property were less than the entitlements generated 
by that pr ope rty. 

The definition of federal property under P. D. 874 has experienced considerable gyration in the area 
of facilities providing a local benefit or service, and particularly in the case of Post Office facilities 
which are not, at the nioment, counted as federal property when used primarily for postal purposes. 

Phis exclusion has a kind of dual rationale: first, that inclusion of postal employees would be expensive 

and second, that the Post Office exists to provide a local benefit and thus should not really be considered 
as producing a burden on the local school districts. 

Because the Post Office has over 700, 000 employees, the costs of adding postal activities to the 
current P. L. 874 program would be substantial. Assuming that the ratio of postal employees to school 
age children of postal employees is the same as the ratio of the total labor force to total school age child- 
ren, inclusion of postal employees in P. L. 874 would tend to cost in excess of $100 million annually. 
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The argument for excluding postal employees on the basis that' they exist to provide a local benefit 
is not strong. First, in fact, many postal employees work at processing facilities that are intended to 
service entire postal regions, not merely the communities in which they may happen to work. Second, 
many other government programs are intended to provide local benefits and none of those programs are 
excluded from P. L. 874 entitlements. 



I he major argument (outside of cost) that is significant in the case of postal employees is basically 
an absorption concept. That concept suggests that there is some cost of educating federally connected 
children that can (and should) be borne by the local community. This concept would argue that so long as 
postal workers are relatively evenly distributed throughout the country, no special major burden is 
being placed upon any one community. Further, given relatively uniform distribution, the taxation of 
everyone simply to return the money to Washington and through Washington to about the same places the 
money was raised may appear an unnecessary series of transactions. 



Ihoro is, however, good reason to believe that the distribution of impact aid funds on the basis of 
postal oiiployees W(Hild tend lo benefit the large cities substantially in relation to other types of school 
systems. First, the average postal worker in metropolitan areas is relatively low paid in relation to 
many occupatums available in the community. We suapecl (without hard evidence on the point) that he is 
more likely to be found living in the central city than are many of the other federal workers. Second, the 
regional mail processing c.enters are more likely to be found in the large cities. Thus, we believe that 
if Congress or the Administration were seeking a readily available method to ino rease federal support of 
large city schools, inclusion of postal worker.s in P. 1., 874 might provide a very useful tool. We cannot, 
however, conclude that the postal workers present the same case of net burd(;n that may be associated, 
for example, with Delense Department dependents near a military base. The re is small likelihood that 
the postal employees move into a community with their children .specifically because of the postal 
employment. 
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Inclusion o£ postal workers is left unresolved in this section of our report because, as will be in- 
dicated later, the problem in effect solves itself in the context of the net burden formula developed by 
Battelle in a later chapter of this report. 



THE STUDENT COUNT AND ITS ALTERNATIVES 



Since their inception, P. L. 874 and P. L. 815 have relied upon a survey of students to determine 
the basis for entitlements. The essence of the student survey is to have each parent of a federally con- 
nected child execute a form indicating the name of the child, the name of the parent and some evidence 
of the fact that the parent lives or works on federal property or both. The completed student surveys 
indicate, or are supposed to indicate, the number of federally connected students in membership in the 
school system on the day of the count. This count is converted from an average daily membership 
basis to an average daily attendance basis by multiplying the total by the fraction that average daily 
attendance is of average daily membership for that district. 

Battelle has considered a number of alternatives to the student surveys, including using existing 
data sources (e.g.. Armed Forces personnel data, distribution of federal land, federal employment, 
and federal contract expenditures) to estimate federally connected students. However, there are prob- 
lems with each of these sets of data whicTi - together with Battelle *s finding in its field work that 
P. L. 874 applicants generally do not find the surveys burdensome - suggest that the pupil survey prob- 
ably is the best source of data for entitlements calculation. A quote from the Texas ’’Field Study 
Report”^^ filed by Battelle staff members summarizes the typical feelings of the districts surveyed by 
Battelle: 

The school districts are not bothered by the survey procedure because (1) they see the 
logic of the surveys, (2) they get a sizable return on the money they spend making the 
surveys and (3) the surveys do not seem to con lume much administrative time or 
effort. 

A very serious defect shared by all of the alternative data sources considered is that they provide 
no information on individual school systems. Many of the data series are available for no areas smalle 
than states, and most of the others do not go below the county level; and in all but a very few states — 
such as Virginia and Hawaii — there are usually several school systems per county. There is virtually 
no data series with detail at the school district level. Further, there is no obvious way by which the 
countywide or statewide data could be allocated among school districts so that the estimates so obtained 
could be used with confidence in determining impact aid entitlements. 



PROBLEMS WITH THE STUDENT SURVEYS 



Under counting 



Because a school system receives, on a national average basis, some $350.00 for each 3(a) stu- 
dent it can count and about $175.00 for each 3(b) student, school officials have a substantial incentive to 
make sure that the student counts do not miss any federally connected children. As might be expected, 
most School systems have adopted procedures that cfo ensure that no such students are omitted from the 
counts. These procedures include surveying all students, rather than just trying to single out tedercilly 
connected students, to make sure that every parent executes a form on the chaiu'c that his children 
might be federally connected without the parent realizing it. Also, some systems check with major 
federal employers or government contractors to obtain names of parents working for that employer. 
Because student counts have been taking place in rnajiy heavily impacted recipient districts for tw<j de- 
cades, these methods have been perfected and parent acceptance of the student counts is high. 

addition to this report, Battelle has filed with the Office of Education a numbcM* of preliminary pro- 
gress reports, trip reports' and working papi*j's. 
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Occasional problems have been encountered some districls with parents who seek to use the | 

occasion of the student count to complain about som ' aspect of school administration. For example, | 

some districts which do not provide free bus transp. rtation or textbooks reported that some military | 

partjnts accustomed to such services have used the forms as a basis for complaints at the existence of | 

P. L. 874 program on the ground that the school districts shouldn't be receiving federal aid besides | 

getting the parents' own taxes. However, these types of problems are rare and, because of follow-up by | 

school officials, do not seem to cause any problem of unde r countijig of students, } 



A different problem has developed in a few of the nation's larger cities. For a variety of reasons 
(o.g,, reluctance by some parents to indicate employment status, racial differences between school 
policy and resident's interests, illiteracy) difficulties have been reported by some big city school 
systems in using the student surveys. These problems could be expected to be aggravated in their im- 
portance if public housing were used as a basis for calculating entitlements. While these difficulties 
may be significant, there appears to be no readily available method lo correct them.-' 

Some school officials have reported attempts to improve the student counts through the use of em- 
ployer records. The federal government's various agencies do, of course, have rticords on their em- 
ployees that could be matched with the last names and addresses of pupils in a school system. Some 
school systems have complained that less than complete cooperation has been received from the federal 
agencies in making such lists available. Should the P. L. 874 program in effect in fiscal 1971 still have 
a significant percentage of entitlements from large cities (where the count problems are most pressing), 
Battelle recommends that the Office of Education rocjuest the Civil Service Commission, the military 
departments and the heads of other agencies owning federal property to encourage their local offices to 
make such lists available io local school districts. 



Overcounting 










ERIC 



Whether the student surveys overcount the number of students that should give rise to full entitle- 
ments depends upon two factors: (1) whether the counts - through error or design - include students 

that cannot legitimately be counted under current guidelines and (2) whether current guidelines and the 
legislation on which they are based causes ove r counting . This section deals only with the first problem. 



Battelle has reviewed student count procedures in a number of school systems and actually ex- 
mined student survey cards or forms intensively in several systems. This review indicated that — 
taking each form on its face — there was no significant indication of overcounting of students. This con- 
clusion is fortified by the fact that the field staff of the Office of Education performs a similar review on 
a periodic basis, 1‘hese reviews, like Battejle's, confine themselves to the returned cards or forms 
and concentrate upon whether they are signed, whether the property on which the parent works or lives 
is federal property and whether the count appears to have been taken using procedures approved by the 
Office of Education. 



Such a review would not indicate overcounting stemming from deliberate falsification of the forms 
by the school district or by any parent within the district. However, both analysis and available empir- 
ical data indicate that this is not a problem. The best method for determining whether forms accurately 
refliict cimploymejU status is to query the employers listed upon the forms to see whether the parents 
claiming that timployer in fact were employed by that employer on the count date. These sources checks 
have been periodically c:onducted by the Office of Education, although staff limitations have precluded 
such action in the past five years. Past Office oi Education source checks have indicated that the re- 
lumed furnus have been highly accurate, with no possibility of more than about 1 percent error and a 
considerable possibility of essentially no error, 



M-These dificulties are not serious in the districls that would continue lo l)e impact aid recipients if the 
Battelle recommendations were adopted. 

small percentage of employers (e.g. , small constru<f:tion contractors after they complete work on a 
military base) cannot easily be located. This prtiblem accounts for a significant part of the cases in 
whic’h employment cannot be confirmed. We believe, however, that source checks should be made by 
the Olfii*e of Kducatii>n more frequently than at present, even if such action reduces the time available 
to conduct th(^ stiidcMit survey audits under present procedures. 
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In summary, Battelle finds that the student counts are the best available method for determining 
the number of federally connected students in a school system, that the surveys are relatively easy to 
administer and that they are not subject to significant errors of overcounting or undercounting, assum- 
ing the validity of the law and guidelines defining federal property. 



SUMMARY AND CONCLUSIONS 



This chapbir has considered the value and administration of the current method of determining 
impact aid entitlements, namely, conducting actual counts of students with parents employed on, or 
residing on, federal property. The chapter concludes that such counts are the best available method for 
determining entitlements and that little can be done to improve the counting procedure. The chapter 
recommends continued counting of, all those categories of students that currently give rise to entitle- 
ments, with the exception of special situations where the federal property gives rise to payments that 
in effect, duplicate the impact aid payments. ^ 

ihis chapter has deferred the questions of c*ounting Post Office employees and the appropriate 
payment rate for 3(b) students for later consideration. 
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CHAPTER 6: THE PER PUPIL CONTRIBUTION 



PRESENT PRACTICE 



Under present law, the federal government' seeks to compensate school districts ^or the per pupil 
operating costs raised from local sources of "comparable" districts. In effect, the federal obligation to a 
particular district is determined on a per pupil basis by the local support of education (per pupil) by other 
districts in the same state. Because of difficulties encountered in using comparable districts, some 
states follow a practice of "state groupings" to determine the local contribution rate (LCR). These group- 
ings, in effect, determine the rates for every district in the state on the basis of local contributions of 
districts deemed to be within a comparable category. 



The use of comparable districts and state groupings would tend to indicate very low local contri- 
bution rates in states that finance a high percentage of education from state sources, have very low ex- 
penditures per pupil, or both. This result has been deemed to be politically unacceptable because the 
resulting local contribution rates could be as much as ten times as high in one state as in another. This 
problem has been solved by permitting a district to take either one-half the national or one-half the state 
average per pupil operating costs as their local contribution rate. 



Because of presumed problems with the availability of data, local contribution rates are calculated 
on the basis of expenditures two years preceding the ysar for which the federal payments are being made. 



Normal procedure for the calculation of local contribution rates in most states begins with a review 
of the basic four alternatives (half state average, half national average, comparable districts and state 
groupings) by the state SAFA representative or his staff. Calculations are made to determine the impact 
of selections of one method or another on ail of districts in the state. On this basis a decision is 
made between state groupings and comparable dis .icts, usually only after consultation with the districts 
involved. Where comparable districts are used, the state frequently provides the districts with the data 
to be used and sometimes suggests which districts might appropriately be considered to be comparable. 

In selecting between the use of comparable districts and state groupings, the state must consider two 
factors; (1) which option will tend to increase the revenues of school districts within the state the most 
and (2) what impact the options will have on distribution of funds among districts. Frequently, an option 
that makes districts in the state better off as a whole will leave some districts significantly worse off by 
giving them a lower local contribution rate. 



Districts within a state using comparable districts or state groupings retain the option to use either 
one-half of the national average per pupil expenditure or one-half of the state average. This means that 
a state can have some districts that take on the basis of groupings or comparables while others in tlie 
state use national or state averages. Districts naturally select the local contribution rate that maxi- 
mizes their entitlements. 



PRESENT LOCAL CONTRIBUTION RATES 



Table 6. 1 below shows the methods of calculating local contributions by state for the districts that 
returned the Battelle questionnaire. While the responses from the districts are not totally reliable (some 
of the smaller districts did not accurately report their local contributions) the data do provide a good 
indication of relative reliance on different; methods of calculating local contributions. 
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TABLE 6. 1. METHODS'USED TO CALCULATE LOCAL CONTRIBUTION 
rXtE as reported by P. L. 874 RECIPIENTS 







One -Half 
State 
Average 


One -Half 

National 

Average 


State 

Groupings 


Comparable 

Districts 


Total 




01. 


Alabama 


4 


25 


1 


0 


3 1 


mrnd 


02. 


Alaska 


8 


0 


1 


0 


9 




03. 


Arizona 


3 


16 


46 


2 


71 




04. 


Arkansas 


1 


27 


0 


1 


30 


AN* 


05. 


California 


106 


9 


137 


2 


277 




06. 


Colorado 


3 


0 


2 


57 


62 




07. 


Connecticut 


6 


0 


1 


17 


25 


atas» 


08. 


Delaware 


5 


0 


1 


0 


7 




09. 


D. C. 


1 


0 


0 


0 


1 




10. 


Florida 


2 


19 


2 


0 


23 




11. 


Georgia 


4 


36 


0 


0 


41 




12. 


Hawaii 


1 


0 


0 


0 


1 




13. 


Idaho 


3 


10 


1 


16 


30 




14. 


Illinois 


40 


2 


5 


61 


118 


Mis* 


15. 


Indiana 


13 


31 


4 


14 


62 




16. 


Iowa 


13 


1 


9 


2 


30 




17. 


Kansas 


4 


0 


95 


1 


104 




18. 


Kentucky 


3 


32 


3 


2 


40 




19. 


Louisiana 


1 


5 


0 


0 


6 




20. 


Maine 


1 


19 


0 


26 


46 




21. 


Maryland 


0 


0 


14 


1 


15 


mm 


22. 


Massachusetts 


2 


0 


4 


103 


109 




23. 


Michigan 


32 


3 


8 


5 


50 




24. 


Minnesota 


41 


2 


5 


2 


51 


IMi 


25. 


Mississippi 


2 


6 


0 


1 


9 




26. 


Missouri 


12 


10 


38 


3 


65 




27. 


Montana 


10 


0 


10 


75 


97 




28. 


Nebraska 


6 


1 


22 


1 


32 




29. 


Nevada 


10 


0 


1 


1 


12 




30. 


New Hampshire 


0 


0 


1 


47 


48 




31. 


New Jersey 


36 


2 


108 


4 


157 




32. 


New Mexico 


7 


22 


3 


1 


34 




33. 


New York 


49 


3 


17 


44 


121 




34. 


North Carolina 


3 


20 


0 


0 


24 




35. 


North Dakota 


4 


1 


27 


1 


33 




36. 


Ohio 


14 


29 


35 


5 


86 




37. 


Oklahoma 


11 


72 


13 


71 


179 




38. 


Oregon 


7 


1 


23 


3 


40 




39. 


Pennsylvania 


26 


2 


4 


34 


67 




40. 


Rhode Island 


0 


0 


1 


14 


16 




41. 


South Carolina 


1 


11 


0 


1 


13 




42. 


South Dakota 


1 


0 


31 


1 


34 




43. 


Tennessee 


1 


63 


2 


0 


68 




44. 


Texas 


56 


114 


31 


5 


212 




45. 


Utah 


2 


17 


2 


0 


23 




46. 


Vermont 


0 


1 


0 


11 


12 




47. 


Virginia 


3 


35 


0 


12 


51 




48. 


Washington 


79 


0 


61 


13 


161 


mm 


49. 


West Virginia 


1 


6 


0 


0 


7 




50. 


Wiscons in 


9 


2 


25 


5 


44 




51. 


Wyoming 


5 


0 


0 


7 


12 





K 



I 
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In reviewing Table 6.1, it i8 important to retognize that the table reflects the superintendents' 
answers to a Battelle questionnaire question on how local contribution rates were determined. These 
answers deviate somewhat from the actual local contribution rate choices shown on Office of £^ducation 
records by virtue of mistaken impressions by local officials on how they calculated their rates. For ex- 
ahiple, within any given state the estimates used to calculate one -half of state average and one -half of 
national average per pupil costs will be identical. In that state one number will be higher than the other 
and districts naturally can be expected to select the higher of the two. Thus, one would expect to find no 
districts claiming state averages in a state that had other districts claiming on the basis of national aver- 
age. The fact that the figures for many states show choices in both columns is an indication that the 
underlying data is not perfectly adequate. However, Table 6.1 serves adequately, its basic purpose of 
showing the use of various local contribution rate methods among the various states. 



The pattern shown by this table is comparable to what one would expected based upon the patterns 
of school finance in the various states. Those states with a high percentage of total educational costs de- 
frayed by the state (and thus a low percentage by the districts' local contributions) use either one-half 
state average or one -half national average as their local contribution rate. Their choice between these 
two is determined by whether the state's expenditures per pupil is greater than the national average. If 
it is, the districts in the state chose the state average method. Some states that do not have extremely 
high state aid per pupil also use the one -half national average method because of generally low levels of 
per pupil expenditure and thus relatively low local contributions. Primarily, such states are found in 
the South — though many southern states combine the situation of. relatively low expenditure per pupil and 
a high percentage of total costs defrayed by state aid. The choice of one -half of national or state averages 
is also made by districts with low local effort (usually resulting in low per pupil costs) that are located in 
high expenditure states. 



The potential to select comparable districts provides for considerable variation in local contribution 
rates within a state. This is particularly the case in states that have a large number of districts, and thus 
more of a population to choose from in selecting comparable districts. For example, Oklahoma has a 
large number of very small (ADA less than 500) school districts. Naturally, some of these districts 
happen to have very high property valuation per pupil because they contain a large industry. This high 
valuation permits the maintenance of very high local tax revenues per pupil on the basis of very low tax 
rates. There are enough such districts in Oklahoma to permit the selection of such districts as Compar- 
ables, thereby sustaining some local contribution rates approximating $1000 per pupil. 

By contrast, a state with exactly comparable distributions of property and pupils, but with larger 
districts, would not be able to develop such a high local contribution rate. For example, Virginia and 
several other states organize school districts on city and county lines, with the result that high industrial 
valuation properties are in effect spread over a large number of pupils, thereby avoiding the small rich 
(and small poor) districts that are found in a state like Oklahoma. The distribution of local contribution 
rates for 1967-68 is shown in Table 6.2 below. For fiscal 1970 the local contribution rates are naturally 
higher, but there distribution tends to remain relatively stable from year to year. This table was devel- 
oped by Battelle from records on fiscal 1968 entitlements supplied by the Office of Education.* The table 
indicates the high concentration of districts, pupils, and (to a lesser degree) entitlements in the local 
contribution rate range below $300. 

These differences in the method used to calculate local contribution rates suggest that average local 
contribution rates would differ substantially among the various states. That this occurs is evident from 
Table 6.3, which shows the average local contribution rate for all states for fiscal 1968. The table indi- 
cates (contrary to some of the questionnaire responses shown in Table 6. 1) that some states had districts 
claiming without exception the one-half national average local contribution rate of $255.78. Those states 
were Alabama, Arkansas, Florida, Georgia, Kentucky, Louisiana, Mississippi, New Mexico, North 
Carolina, South Carolina, Tennessee, Utah, and West Virginia. Most of these states are southern or 
border states that combine lower than average per pupil expenditures with a relatively high percentage of 
educational costs defrayed through state aid. On the other hand, the states having an average local con- 
tributioii rate in excess of $400 (Alaska, Connecticut, Illinois, Iowa, Massachusetts, New Hampshire, 

New Jersey, New York, Oregon, and Rhode Island) tend to be states with high per pupil expenditures and 
relatively lower reliance upon state aid, and thus greater reliance upon local taxes, for the financing of 
education. 



*These calculations exclude about 50 districts that were excluded from the file by Battelle because these 
records were being used for a separate analysis. Incluaioji of these districts would not materially aftect 
the distributions in Table 6.3. 
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TABLE 6,2. 



DISTRIBUTION OF DISTRICTS BY VARIOUS LOCAL 
CONTRIBUTION RATES, 1967-68 



LCR 




Percent of 




Districts Entitlements 


Federally Connected 
Children 


Minimum Maximum 


0 


275 


38.4 35.3 


43.7 




275 


300 


14.5 8.8 


9.7 




300 


350 


14.5 20.6 


2 0. 5 




350 


450 


19.0 21.7 


18. 1 




450 


550 


9.5 7.6 


5. 1 




650 


700 


2.2 3.1 


1.6 




700 


1100 


0.9 2.8 


1.2 




Source: See text. 








TABLE 6.3. 


AVERAGE 


{TO NEAREST DOLLAR) LOCAL CONTRIBUTION 




RATES BY STATE, FISCAL 1968 






One-Half National Averag 


e From $300 to $350 


From $400 to $450 


Alabama 


$256 


California 32 0 


Connecticut 


402 


Arkanoaa 


256 


Delaware 315 


Illinois 


407 


Florida 


256 


D. C. 308 


Iowa 


406 


Georgia 


256 


Indiana 3 09 


New Hampshire 


427 


Kentucky 


256 


Kansas 301 


Oregon 


407 


Louisiana 


256 


Maine 340 


Rhode Island 


410 


Mississippi 


256 


Maryland 339 






New Mexico 


256 


Missouri 307 


Over $450 




North Carolina 256 


North Dakota 3 04 


Alaska 


589 


South Carolina 256 


Ohio 318 


Massachusetts 


510 


Tennessee 


256 


Pennsylvania 332 


New Jersey 


471 


Utah 


256 


South Daktsta 346 


New York 


480 


West Virginia 256 


Vermont 314 










Virginia 321 






From $256 to $300 


From $350 to $400 






Arizona 


289 


Colorado 391 






Hawaii 


269 


Montana 3 58 






Illinois 


295 


Nebraska 398 






Michigan 


268 


Wisconsin 365 






Minnesota 


285 


Wyoming 396 






Nevada 


275 








Oklahoma ■ 


285 








Texas 


263 


f 






Washington 


285 









Source; Admlniitratiou of Public Laws 81-874 and 81-815, Eighteenth 



Annual Report of the Commiesioner of Education, p 75. 
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ADMINISTRATIVE PROBLEMS OF THE LOCAL CONTRIBUTION RATE 
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The calculation of local contributioh rates and reviews of those calculations present the area of 
the P. L. 874 program with the greatest degree of administrative discretion and a significant aspect of 
the workload in the review of dpplications. iWithin any state, school districts will usually differ in a 
significant number of characteristics. These include: 

• Size as indicated by total average attendance or enrollment 

• Density as measured by students per square mile 

• Type of place serviced, e.g., rural, suburban, city 

• Grades offered; some states have districts serving kindergarten through Grade 14, 
others kindergarten through Grade 12, and still others have some separate elementary 
and high school districts 

• Legal status, e.g., combined, independent, c.untyunit, etc. 

• Property tax base per pupil 

• Taxrate 



• Pupil-teacher ratio 

K 

I • Average teacher salaries 

















• Expenditures per pupil. 

The existence of these variables (and others like them) mean that no two school districts in any state are 
exactly comparable in all respects. 

Given that circumstance and the necessity to develop comparable districts (or groupings of compar- 
able districts) the states and recipients of impact aid are confronted with the problem of picking compar- 
ables for determining local contribution rates. In most states, the decision rule adopted tends to be to 
pick the highest local contribution districts as comparables that the Office of Education will allow. We can 
see no reason to fault the states and districts for this as they are simply trying to get all of the funds to 
which they are legally entitled. Without controls it would be reasonable to expect that ultimately every 
state would- if it could - pick comparables that were the highest local contribution districts in the state. 

Naturally, the Office of Education must adopt guidelines to preclude the use of unreasonably high 
local contribution rates. The problem is to determine'what is an "unreasonably high" rate where pre- 
sumably a rate set through comparable districts is the only definition of reasonabi.'^ness. One approach 
to the problem is to look for districts that are comparable in as many of the relevant characteristics as 
possible. In some cases, this can be approximated as, for example, in the case of near average subur- 
ban districts in a state with a number of large cities. However, lacking a definition of relevant compari- 
son criteria, there is no way to tell when districts are really comparable. 

In practice, comparable districts tend to be restricted to districts not having very major deviations 
in terms of size and geographical character from the applicant. Given this constraint, the major review 
criteria seem to relate to degree of federal impact — generally the use of comparables with significant 
federal impact is discouraged — and to the impact of the proposed comparables or groupings upon the 
overall P. L. 874 budget. Certain rules of thumb have tended to develop without economic logic, e.g., 
holding the increase in LCR from one year to the next to a fixed amount and trying to encourage the use 
of comparables that have about the same local contribution per pupils as the applicant's local revenue 
per non-federal (total ADA minus (a) and one half of (b) pupils) pupil. All in all, the comparable district 
calculations are a major weak point of the present program. 



’i'Although the situation is not widely recognized, the Office of Education has considerable potential to 
vary the costs of paying full entitlements under P. L. 874 through the decisions it makes in accepting 
or rejecting the choices of comparable districts and state groupings offered in the applications for 
assistance. 
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THE THEORY OF THE LOCAL CONTRIBUTION RATE’:' 



The use of per pupil payment is a less than ideal way ~o determine impact aid entitlements. As 
noted in Chapter 2 the ideal entitlements formula would calulate the total costs of education in the district, 
subtract the total costs that would have been incurred if there had never been a fe<ieral impact on the dis- 
trict and pay the difference between those costfi after subtracting the added revenues made available from 
the federal activity. Those added revenues would be derived by taking the actual revenues of the district 
and subtracting what those revenues would have been if there had never been a federal impact on the dis- 
trict, but if the district continued to levy the same tax rate as it does currently. Unfortunately, this 
formula is unworkable because there is no correct way to estimate what either the costs of education in 
the district or the revenues of the district would have been if there had never been a federal impact on the 
district. 

In some cases there can be little question but that the federal impact on some districts has been 
quite favorable, even though those districts assume responsibility for educating substantial numbers of 
federally connected pupils. On the otlier hand, it is probable that the federal impact on other districts 
(probably including some that do not now have any federally connected students) has been negative. 

Because the federal impacts cannot be measured through the conceptually correct formula stated 
above, this chapter and Chapter 5 are devoted to an alternative method of calculating impact. That meth- 
od is like the current impact program in that it counts the number of students on which payment will be 
based and multiplies that number by some rate of payment. 

This discussion of per pupil payments thus implicitly accepts the assumption that the student counts 
provide an accurate way of measuring the net increase in students that the federal governument cavises or, 
alternatively, the loss of property tax revenues frona the fact that students already in a school system 
have parents that work on tax exempt property who, but for the impact of the federal government, would 
otherwise work on taxable property (and in the process "cause" the tax base of the district to be larger). 
While, the assumption that student counts lead to an accurate measure of burden is clearly not perfect, 
it is a better assumption to make than the assumption that federal impact bears no relation to the students 
counts at all. 

The current method of differentiating the burdens of (a) and (b) students involves paying a percent- 
age of the local contribution rate of (a) students on the (b) students, on the theory that some percentage of 
the costa of educating (b) students is met through taxation of the residence of the student. Following this 
approach, this chapter concentrates attention upon determining the appropriate per pupil federal payment 
for the (a) students. This chapter, like the current program, begins with the! assumption that no addition- 
al tax revenues are generated in a district as a result of the location of (a) pupils in that district. ** 

With all these assumptions, the. question of deriving a local contribution rate is quite simple. That 
question boils down to: What is the added cost of educating one additional federally connected pupil? To 

provide a simple example, the question is: When the federal government transfers a military officer to 
Fort Sill, Okalahoma (without transferring any other officer out of Fort Sill), what added costs are im- 
posed upon the Lawton, Oklahoma, schools if that officer happens to have one school age child? 

One simple way to answer this question is to assume that the cpsts of educating one new pupil will be 
the same as the costs per pupil for pupils already in the system. That is, if the district spends $600 per 
child it will tend to expand its program to spend $600 for any additional children entering its school sys- 
tem. It van be argued that adding a pupil costs less (or more) than the average of the costs of educating 
pupils already in the district. In its field investigations, Dattelle did encounter one important cir- 

cvimalance whore average costs of educating local pupils and costs of educating federal pupils do tend to 
differ. These situations come about because of the differneces in average costs between higli school 



•■''The analysis of local contribution rates in this chapter relies heavily upon the conceptual framework 
established in Chapter 2. Readers seeking to understand completely the recommendations of this 
v;haptor should be sure that they understand the conceptual framework of that chapter. 

'I'^-'An alternative assumption with an identical effect is that the added tax revenues generated by the fed- 
eral activity are exactly offset by the added costs of educating non -federally coniu.'Cted students cau.sed. 
I to be in the district as a result of the same indirect economic effects that cause the added tax ba.se. . 
>)«s!<>i<This issue is considered in Chapter 2. With the exception of the concentration of military dependents 
in elementary grades, the administrative cost of trying to reflect any differences in marginal and 
average costs would far outweigh any potential gain in the accuracy of a formula for impact aid. 
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education and elementary education, Because high school education tends to cost significantly more per 
pupil, the overall per pupil cost in a district will differ from the federally connected children^' cost to 
the extent that the distribution of federal pupils (percentage in high school) differs from the school dis- 
trict average. Spot checks of this situation indicated that in schools near military bases the federally 
connected students tended to be concentrated in the elementary grades to a greater degree than the non- 
federal pupils. As a result, in these areas a local contribution rate based either upon comparable dis- 
tricts or the recipient districts' own per pupil costs will tend somewhat to overpay the district. 

Unfortunately, there is no administratively simple way to reflect the differing distribution of federal 
students among grades. It would be a simple matter to keep data on the grade distribution of federal and 
non-federal students - these data are in effect already in existence through the student surveys. How- 
ever, the obvious method of multiplying a count of elementary pupils by an elementary per pupil cost and 
doing the same thing for high . .hool students depends upon the existence of accurate data distinguishing 
per pupil high school costs from per pupil elementary costs. Such data do not exist and cannot be made 
available at a reasonable coat. 

Data on national average relationships is not available and would be misleading if it were. Some 
districts may operate with a very high per pupil cost in high school as compared to elementary schools 
while other districts may operate with a much lower differential and some may not even have a differ- 
ential. School systems have many costs such as central office overhead, maintenance services, utility 
payments and the like, which are not maintained on a basis that would permit them to be allocated easily 
between elementary and high schools. Such data could be developed but the total administrative costs of 
(^oing so might well' be as large as the funds the federal government could save by making recipient dis- 
tricts keep such data. In addition, the federal gove.rnment would have to maintaiii a large audit staff to 
review such data even if it could be developed by the school districts. 

It would be possible to develop an approximation of the relative costs of educating elementary and 
secondary school students through use of per pupil expenditure data in states that have separate elemen- 
tary and secondary school systems and assuming that the relative costs of those systems were good indi- 
cators of relative costs for the nation as a whole. However, the resulting approximation would, for the 
reasons noted above, not necessarily be a correct reflection of relative costs in any individual impact 
aid recipient district. Although such an approach would not require individual recipientri to keep separate 
sets of books for elementary and secondary school?, it would require them to file applications indicating 
students by grade, thereby complicating administration of the program. 

Another approach is simply to recognise that a local contribution rate that is not sensitive to the 
concentration of military dependents in low cost elementary grades is likely to overstate the obligations 
of the federal government to districts educating such children. This approach is adopted here as - as 
will be shown in a subsequent chapter - the overpayment effect tends to be cancelled by the underpayment 
effect of assuming that the tax revenues generated by military families are as large as those of civilian 
families. ' 

Given this conclusion, the appropriate rate of payment for each federally connected pupil for whom 
the federal government assumes responsibility is the average per pupil cost in the district educating 
such students, or a reasonable approximation of what that cost would have been if the district had not had 
any federal impact. 



COMPARING THE CURRENT PROGRAM TO THE THEORY 
OF THE LOCAL COiTtRIBUTION RATE 



Given this definition of the approach for determining the local contribution rate (per pupil payment 
for the federal government), it. is possible to examine the ways in which the current local contribution 
rate differs from the theoretically sound one to see if there are reasonable reasons for such differences 
tc exist. 



Use of Preceding Years' Data 



Under the current impact aid program the federal government actually pays not the current per 
pupil coat but the per pupil cost trom two years preceding the year for which payments are being made. 
There is no logic to support this situation. It developed because of the presumed impossibility of 
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obtaining accurate data for the current year for school systems. To make comparable distri< 
tions a district must know financial data about other districts. Normal state reporting leadtii 

. ^ .. , /. .'I* 1 - nnu,w 



ict calcula- 

^ .. - sporting leadtimes mean 

that such information is frequently not readily available on a current basis. Thus, preceding years 



are used. 



This means that under the current program districts are, on the average, underpaid (assuxning the 
theory of the current program is correct) by about 10-15 percent, the average increase in per pupil costs 
over a 2-year period in the United States. 



There is no defensible reason for a local contribution rate that does not approximate current costs. 
If for some reason the estimation of per pupil costs iil. an applicant district (or a comparable district) 
were considered to be difficult to adminilster, the loca^ contribution rate could be improved by adjusting 
the prior year rate by a factor intended to reflect the ; verage annual increase in per pupil costs. I or 
example, the local contribution rate determined under -the current formula could be multiplied by 1 . 1 for 
every district, presuming an annual 5 percent increase in per pupil costs. The factor used for average 
annual increase could be written into the impact aid legislation, or could be estimated each year by the 
Office of Education. 



A much superior method is to use the per pupil costs of the applicant district (or of comparable 
districts) on a current basis. These coats can be estimated with considerable perciaion. For example, 
if one wanted to use current costs in a fiscal year 1971 impact aid program, application forms filed in 
the fall of 1970 for the 1970-71 school year would be used to calculate entitlements. By the beginning of 
the school year (Fall, 1970) the school district will already have adopted a budget that will contain a 
quite accurate prediction of enrollment and oi local, state and federal (non-impact aid) revenues. 

Other districts that might be used as ’'comparables " would also have developed their budgets by that 
time. These school budgets could be used to develop the impact aid entitlements on a current year basis 
When the school year closed and after expenditure reports were available, any overpayments or under- 
payments (which would normally be quite small) could be handled by adjustment of a subsequent year 
impact aid payment. 



Exclusion of Federal Contributions 



Obviously, the federal government should not be asked to pay twice for the costs of educating fed- 
erally connected students. For that reason the federal costs of education paid through such programs as 
Title 1 or the Elementary and Secondary Education Act are appropriately excluded in concept from ex- 
penditures used to determine the federal per pupil contribution. 



Exclusion of State Contributions 



As indicated at length in Chapter 3, it is difficult to say whether the burden of federal activities is 
greatest on the states that have those activities or upon the states that do not have them, but whose citizens 
are taxed to pay for them. For the reasons considered in detail in that chapter, Congress in enacting 
P. L, 874 decided to exclude reimbursement of state costs of educating federally connected pupils. On 
tjconomic and educational grounds, direct payments to states for the state contributions to education of 
federally connected pupils cannot be justified. Whether payments to states make sense on some other 
basis is an issue considered later in this chapter. 



Regardless of whether states should be paid for their contributions to the costs of educating federal 
pupils, there is no reason to pay the districts for the state’s contributions and thus state contributions 
should be excluded from the district's per pupil costs for the purpose of calculating entitlements. The 
I'urrenl program does not consider state payments in calculating local contribution rates, but does, in 
otfecl, reimburse die I riels for costs incurred by states in the case of those districts that receive pay- 
ments based upon one -half national or state average of per pupil costs. 



'■‘Tn its projections of educational statistics series, the Office of Education already makes such 
estimates . 

'!Tn a heavily in'ipacted district, however, local tax rates (and thus revenues) are not independent of the 
amount the district expends to get as impact aid, a problem addressed later in this chapter. 
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Exclusion oi Capital Coata 



Because a separate program (P. L. 815) exists torcover capital costs associated with educating 
federal pupils, capital costs are not included in the loc il contribution rates used fcjr P.L. 874, Whether 
this difference in treatment of capital and operating co jts is appropriate is considered at length in a sub- 
sequent chapter. 



Exclusion of Nonschool Costs of Education 



In practically every state in the nation local governments make some contributions in kind to the 
operation of schools. These governments provide police and fire protection, frequently water supply or 
other utilities and the like without (in most cases) charging the school system. Economically, these 
costs are part of the cost of educating students. However, the difficulties that would be encountered in 
calculating them would be substantial, the costs involved are small, and to pay them would require es- 
tablishing a whole new set of P. L. 874 recipients - namely, the municipalities and other local govern- 
ments that bear these costs. For these reasons such contributions are not included in the local contribu- 
tion rate . 

In certain states, school districts are actually a part of some cither level of government. In Vir- 
ginia, for example, counties run the schools. In New England, municipalities run the schools. In these 
cases School officials usually share common buildings with municipal officials and municipal officials 
perform many functions (e.g. , accounting and purchasing) that are carried out by school districts in 
states where such districts are separate local governments. Uruler current practices these costs, which 
are not a part of school budgets, cannot be counted for the purpose of c;alculating the local contribution 
rate. Although some added administrative costs are involved iii including such costs, it would appear 
inequitable not to consider such costs as part of the educational costs of a district. 



Implications of the Comparisons 



In summary of the above discussion we have concluded that an appropriate approach to the per 
pupil payment is to begin with the average cost of educating a child in the recipient district. However, 
because particularly in a heavily impacted district that cost may have been heavily influenced in the past 
by the impact aid available and, will in the future, depend upon the amount of impact aid, it may be 
necessary to use some other standard for average cost per child. Such a cost estimate might be estab- 
lished by reference to comparable districts, by reference to state averages or by references to national 
averages. Alternatively such cost could be established arbitrarily as someone's determination of what 
the cost should be. Assuming for the moment that the per pupil costs of providing education for one 
federal child can be established, we can compare the various approaches to calculating that portion of the 
cost which the federal government should pay. 

The current program seeks to adopt the logic cited above through the use of comparable districts 
and state groupings. Instead of starting with per pupil costs in the district and subtracting state aid and 
other federal programs, it in effect starts with per pupil costs in other districts considered to be com- 
parable and subtracts state aid and other federal programs to arrive at locally raised revenues per 
pupil - the local contribution rate. Because expenditures per pupil in any distric t are the sum of locally 
raised revenues, state aid and federal aid, the current method of developing local contribution rates 
amounts to simply taking the local contributions per pupil in the comparable districf.s as the local 
contribution rate of the applicant district. 

By focusing directly upon the locally raised revenues of the comparable districts rather than the 
per pupil expenditures^ the present method avoids the labor or calculating per pupil expenditures and 
subtracting state aid and other federal aid. However, the price of this simplitication is that the current 
local contribution rate fails to reflect the key characteristics of the applicant district that differ from 
the comparables. Once the comparable districts or state groupings are selected under cur rent proce - 
dures the formula is totally insensitive to; 

’•'If a municipality provides a service for which it bills the schools, such a i ost would bo (vaunted in the 
local contribution rate just as if the municipality were a private supplier. 
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(1) 


Changes 


in the 


(2) 


Changes 


in the 


(3) 


Changes 


in the 


(4) 


Changes 


in the 



local lax rate of the applicant 

local tax base of the applicant district 

tax revenues (tax rate times base) of the applicant district 
state aid of the applicant district. 



This insensitivity of the preseht fotmula is a consistent source ol (jvc p the underpayments to re - 
cipient districts. For example, when the federal impact really does cause a reduction in tax base per 
pupil in the applicant district, by implicitly assuming that the state aid per pupil in the applicant district 
is the sanrie as in the comparable district, the present formula will tend to overpay such a district. The 
reverse situation obtains when the state aid per pupil in the applicant district is lower than in the 
comparable districts. 



When the applicant district provides for higher per pupil costs by raising its local taxes the federal 
payment fails to reflect this change. Conversely, if the district, uses the federal impact funds to, in 
effect, lower its local tax rate below that of the comparable districts, the comparable district method 
makes the impact aid payment insensitive to such a change. 

As a result of these characteristics the present impact aid program has lio l)uilt-in way to protect 
against overpayments. When per pupil expenditures begin to rise in recipient districts (for example, as 
a result of the pyramiding of state and federal aid), the state aid payments do not adjust because by law 
they cannot take the federal aid payments into account. Likewise the federal aid formula does not take 
the state aid payments to a particular district into account, nor does it consider special resources, that 
one district may have (such as high payments in lieu of taxes or shared revenues) that the comparables 
do not have. Under these circumstances, the only source of funds that can vary is that raised locally. 
Thus it is not suprising that some of the major recipients of impact aid hav'e simultaneously higher per 
pupil expenditures than comparable districts and lower tax rates. Thi.s situation today is probably even 
more serious than that indicated by the 1967-68 data reported in Cliaptcr 4 because since that time many 
states that took federal aid into account in determining how much state aid to pay have been forced to 
discontinue the practice. 



DEVELOPING NEW WAYS TO CALCULATE PER PUPIL PAYMENTS 



Avoiding Per Pupil Payment Calculations 



One approach to pe r pupil payment calculations is to avoid making such calculations at all and, 
instead, focussing attention on the overall financial situation of the district. Using such an approach the 
federal government could determine the reasonable per pvxpil costs by looking to per pupil costs in com- 
parable districts (or by using national or state average per pupil costs) and determine what educational 
costa in the applicant district should be by multiplying those per pupil costs by the number Of pupils in 
the district. The result would be the total expenditures necessary to provide a reasonable (as measured 
by the comparables) standard of education in the district. From this total, the federal payment would be 
determined by subtracting the amounts available from state aid, local taxes, and otlier local receipts 
(special fees, fines and similar earmarked revenues, earnings in irveHtments, etc. ) to arrive at the 
total payment. This approach is reflected in Section 3(c)(4) of current legislation which permits such 
calculations in the case of districts with more than 50 percent of students who are 3(a) students. In 
effect, districts are permitted to take the higher of the amount determined by this approach or the amount 
determined by the regular method of calculating impact aid entitlements. The fact that only a handful of 
districts currently apply under this section is an indication of the generosity of the current formula. 

By adopting this approach the federal government would, in effect, be saying to recipient districts 
that it will guarantee that children in the district receive a reasonable standard of education. Under this 
approach the federal government would be assuming responsibility for federally ccmnocted and 
non-federally connected students alike. 

«That is, the combination of federal impact aid, state aid and local resources that would be obtained with 
local revenues in the applicant district that are compa raliU; on n per pupil basis to the comparable dis- 
tricts will give the applicant higher expenditures per pupil than the comparables. 
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Implementation of thi.i approach requires thai & fornmla b»; developed that is not unstable - that is 
the payments must not be allowed to vary on the basin of the payments. Normally, the district will set 
its tax rates after considering the amount of federal and state aid expected to be available. Thus, unless 
a correction is introduced, the local revenues ?vail&blc would depend upon the federal aid expected to be 
available and the federal aid would depend upon the. b. cal revenues. 

To correct this problem the federal gi)vermnent must presume some local resources to be ava.'abif 
independent of the actual tax raising decisions of the applicant district. To establish this a reasonable 
tax effort can be defined on a basis similar to that used to establisli a reasonable level of expenditures 
per pupil. If the district is to be provided with a level of expenditures that is baaed on those of compa 
rable districts within the same state, it should be asked to make a tax effort that is reasonable by com- 
parison with those same districts. Thus, the federal government would nay any funds required to nje. t 
the difference between the totsll expenditures required fo r a comparable stand: i d of education and t)io 
combination of state aid actually available and the local revenues that wo\ Id be .. vailable if the disii ict 
had a tax rate that was comparable to other districts. 

If such a formula were used it'-would be necessary for the federal government to continue to pro- 
hibit states from offsetting the federal payments in determ-ning state payment.:. Otherwise, the sta<^“ 
payment would be a function of the federal paytnent, bu|: the federal payment would also be a function of 
the state payment, so the actual payments could never >e calculated. 

This type of formula does what the current use of comparable districts and rcatp groupings is 
supposed to do, but does not accomplish in practice. It gives a recipient district ;• tU mdard of education 
(measured by per pupil costs) equivalent to that of comparable districts when the dbi'n i t makes a rea- 
sonable local tax effort (as measured by the tax rate of the comparable districts). iJrc.i-ve the present 
formula, it tends to have a built-irt self-correcting feature in that if an applicant dim rict .aeeks compa- 
rable districts that have high per pupil expenditures, it would find that it is likely i:c h'sh have picked 
comparable districts with high tax rates. 

When this approach is used to determining the federal contribution the per yupi, payment is never 
calculated, except as a matter of academic irftej'a.'^f,. To the extent that current I- . 1.. d74 payments allow 
some di.s:tricts to have rather higher than average expenditures with lower tax effort? . che payments under 
this approach would be lower than those under current law. On the other hand, in tho j<j cases where the 
current federal payments do not achieve a reasonable standard of education for recipl.-nts making a rea- 
sonable tax effort, this approach would make higher per pupil payments than existing iw. 

This approach to determining the federal contribution is only approprie.le where he federal impact 
on the district is major. For example, it could be used in those cases where the federal impact — mea- 
sured by taking all of the (a) pupils and Pome fraction of the (b) pupils - as a percentag" of total pupils — 
is greater than 50 percent. 
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Option One: Maki ng Per Pupil Payments by Matching 

Jo cal Per Pupil Contributions 



For those districts where the approach diacussed above would not be appropriate because federally 
connected pupils are a small proportion of total pupils, some approach that related the federal payment 
to the financial situation of the recipient (rather than a comparable district) would be appropriate. A 
strong argument can be made that the simplest end most effective local contribution rate is one in which 
the federal government simply pays for every fe-ieral pupil the same amount as the tiistric 1 pays for 
every non-federal pupil in the same year. 



The logic of this local contribution rate can easily be illustrated. Suppose a district begins opera- 
tion with 100 pupils, an assessed value per pupil of $20, 000 and a tax rate of 1.5 percent (15 mills) foi' 
school purposes. That district will be raising $ 300 per pupil from local sources. Now the federal gov- 
ernment introduces 100 additional pupils into the (lintrict (as a result of military housing on a new base 
in the district). Because the tax base is unchanged but the number of students has doubled, the tax basi‘ 
per pupil has been cut in half. If no federal aseifi!-arice is provided, the district will have its revenues 
per pupil cut to $150 with corresponding adjustments in edvu-ational programs, unless it raises taxes, fi 
the district wants to keep the same quality of education it had before the federal impact it would have to 
double its taxes. 
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In this assumed situation, and the many real world situations that correspond to it, the federal 
government can make the district whole (that is, leave it exactly where it was in education standards and 
taxes before the federal impact) simply by paying for each federal pupil what the district itself raises. for 
each local pupil. In the example, the district would have 100 non-federal pupils and with its tax of 
1. 5 percent would be raising $30, 000 or $300 per pupil. If the federal government pays $300 for each 
federal pupil, the district will have the same expenditures per pupil and the same tax rates as it would 
have had if there were no federal impact. 

The counting of students for this approach to an impact aid formula would be considerably less 
complex than under current procedures.^'' Instead of requiring all districts to use a single method 
(average daily attendance) which may not be necessary to comply with state regulations and may not be 
used by the district for its own purposes, this calculation of local contribution rate can be used with any 
method of counting pupils, provided only that the method used for counting federal pupils and non-federal 
pupils be the same. A district could use average daily- membership (ADM), average daily attendance 
(ADA), enrollment, or any other concept. 

By using ADM rather than ADA a district would tend to increase its count of federally connected 
students, by some five percent. However, under the method shown the district would be increasing its 
student count by 5 percent by changing from ADA to ADM, but would also be reducing its local contri- 
bution rate by 5 percent because the local contribution would be divided by a larger student count. 

This option for calculating local contribution rates has a number of advantages. Some of these ad- 
vantages are particularly significant in the context of the present P.L. 874 program. One main advan- 
tage of the option is that is provides an automatic correction against major overpayments to districts 
that result in lowering local taxes. The current methods take no account of what is happening in the 
district receiving assistance. Instead, they base payments on what is happening in other districts in the 
same state (state groupings, comparable districts, and one -half state average per pupil costs) or dis- 
tricts in all states (one-half national average per pupil costs). As a result, it would be theoretically 
possible for a district to collect all of its revenues from the federal government, cut its local taxes to 
zero and continue to receive federal payments at the same rate it would even if it were making a reason- 
able local effort. Under this option the lower the local effort, the lower the federal payment would 
become . 



Conceptually the option says to local taxpayers, "For every dollar you raise from local sources for your 
local pupils we will raise a dollar for each of the federal pupils". Because the option does not require a 



cations should be easier to execute and review. 

The major disadvantage of the option is that it measures local effort by taxes raised, which are the 
result of the district's tax effort (as measured by its tax rate) and its affluence (as measured by its per 
pupil tax base). Such a local contribution rate pays more to districts with a high tax base per pupil than 
to a poorer district. For example, this option would pay roughly three times as much per pupil to 
Arlington County, Virginia, as to the average district in Virginia (which levies about the same tax rate as 
Virginia) but only have about one -third as much tax base against ;which to apply that rate. 

This phenomena explains why the Stanford Research Institute report on impact aid issued in 1965 
indicated that somo of the districts in the Washington, D. C., area were being underpaid by the impact aid 
formula. Using a standard of payment comparable to that discussed in this section Stanford Indicated 
that Arlington County, Virginia (with a local contribution rate higher than most other districts in Virginia) 
was being underpaid by about $150 per 3(a) federal pupil. 



federal government, credit for the indirect economic impact of federal installations. If the federal gov- 
ernment had caused indirectly a sharp increase in the assessed value per pupil in the district, basing 
payments upon local taxes divided by local pupils would tend to overpay the district. 

’^This comment is also applicable to some of the other options discussed below. 

❖❖Stanford Research Institute, Impacted Areas Legislation: Report and Recommendations , U.S. 

. Congress, Senate, Committee on Labor and Public Welfare, Committee Print, 89th Congress, 1st 
session, 1965, p 104. 



Another advantage of the option is that it is both simple to understand and simple to administer. 



district to learn about the expenditures and taxes of other districts to fill out its application, the appli- 



The second major disadvantage of this option is that it gives the school district, rather than the 
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The third major disadvantage of this option is that it tends to exaggerate the overestimation of 
burdens (or any underestimation) inherent in the student counts. When the pter pupil payment is deter- 
mined by dividing local revenues by local pupils (defined ae total pupils minus federal pupils), any 
overcount of federal pupils will reduce the local pupils and thus inflate the payment rate. This inflated 
payment rate then would be paid upon a number of pupils that also reflected the overestimate of federal 
pupils, thereby double paying for an overcount. 

The above three problems indicate that matching local contributions is not an appropriate method 
to determine per pupil contributions. 



Option Two; Matching the District's Tax Rate Applied 
to the ^tate Average Tax Base 



The major problems of the option described above can be solved by a relatively small, but highly 
significant change in that option. Because local taxes are the prtjduct of the local tax rate and the local 
tax base, that option tends to pay more to districts with higher tax bases and less to districts with lower 
tax bases. If the tax base were set at some constant, such as the per pupil tax base for the state as a 
whole, then the per pupil payments would vary only with the district's own tax effort as measured by its . 
tax rate. 

In general, districts with a very high tax base tend to have a very low tax rate because they find 
that they can finance a very expensive level of education without the need for high tax rates. On the other 
end of the spectrum, districts with a very low tax base (particularly those in states without strong state 
aid programs) find that they must have relatively high tax rates to provide reasonable educational stan- 
dards. Because of these relationships, this option would tend to pay less per pupil to tJie very rich dis- 
tricts and more per pupil to the very poor ones. Among districts with comparable tax base, the formula 
would tend to pay more to those that levied high school taxes on their local taxpayers and less to those 
that did not. 

This option has a number of advantages when compared to the current methods and the other options. 
First, as noted above it does not tend to pay rich districts more than poor districts. That result may be 
considered by some to bo an advantage. In terms of economic impact a formula that does not take local 
tax base into account directly or indirectly is desirable because a formula that did would tend to double 
pay districts whose tax base had been enhanced by the federal acitvity and underpay any district whose 
tax base had been reduced by the federal activity. 

Second, it makes a very reasonable assumption about the likely situation in the district assuming 
the federal government had never had an impact or it. In effect, it presumes that in the absence of 
federal impact the district would tend to have had a tax base per pupil about like the current average In 
the state. This approach is preferable to giving the district credit or blame for federal impacts that tend 
to reduce or increase tax base per pupil. This assumption is much more likely to be true than the one 
inherent in comparable districts. For example, the impact of federal construction of a major air force 
base in a rural area in the Midwest is to cause a small village to develop into a reasonably large munici- 
pality. If one wanted to consider districts comparable to what the community would have been without 
the federal installation, the appropriate comparables would be small rural villages. In fact, the current 
procedures for selecting comparables would require the selection of districts comparable to the type of 
community the district became as a result of the federal impact, not districts comparable to what the 
community would have been had the federal impact not occurred. 

Third, the option leaves the determination of the federal payment in the hands of local taxpayers. 
This approach certainly has the appearance of equity in that it says to Ihese taxpayers, ’’make whatever 
tax effort you feel is appropriate for pupils who are a local responsibility and we will make a comparable 
effort for pupils who are a federal responsibility”. Using the local tax rate as the determinant of the 
federal payment is also self-policing (assuming that the formula is not used in those heavily impacted 
districts where more pupils are considered a federal than a local responsibility). The approach tends to 
prevent underpayments because if local taxpayers perceive factors tending to cause high educational 
costs (e,g., extensive pupil transportation requirements) they can raise their local tax rate and with it 
the federal payment. More important, this approach makes the local taxpayers the guardians of the 
federal treasury. The only way that a district could raise its federal payirnints is to < onvince the local 
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voters or political decision, makers that additional expenditures are nece.ssary, If school leaders cannot 
convince their own voters that additional funds are required, no federal official could intervene in the 
local decision. On the other hand, if school leaders do convince their own voters that additional funds 
are required, no federal official would prevent higher federal payments. 



Because tax rates are normally set in advance of ’ the year in which the taxes are collected, admin- 
istering such a formula on a current bases would not be difficult (presuming that a reasonable estimate 
could be made of state value). Procedures would be required to reflect differing assessment ratios and 
to handle the circumstance of fiscally dependent school districts that do not have separate school tax 

rates . 



Option Three: A Uniform State Rate 



One of the simplest rates to administer would be a rate that was based upon the overall average of 
local contributions within a particular state. States car'^ currently opt for this alternative by es- 
tablishing a single state grouping and calculating the loc il contribution rate on the basis of that single 
grouping. This option would use that same approach, biit would base the calculations upon an estimate 
of local contributions throughout the state in the current year, rather than basing them upon contributions 

in an earlier year. 



The major disadvantage with this option is that its simplicity is gained at the expense of failing to 
reflect differing situations throughout a state. To take an extreme (but not unusual) case, two districts 
may exist in the same state with the following characteristics. District A is a rural district in a rela- 
tively poor area of the state that receives substantial state equalization assistance, but levies relatively 
low local taxes. As a result irspends $400 per pupil of which only $ 100 is raised locally. District B, in 
a relatively affluent suburban and semi-industrial area, receives only $200 from the state, but maintains 
expenditures of $600 per pupil by virtue of raiding $400 locally per pupil. A state average local contri- 
bution rate that paid, say, $250 per pupil to each of these districts might well be viewed as inequitable. 



A nationally uniform local contribution rate would exhibit many of the same disadvantages in some- 
what exaggerated form. 



Summary of the Options 



The primary problem with current local contribution rate methods is that they fail to reflect the 
unique situations of each district applying for assistance, and fail to make payments on a current basis. 
The solution to these problems is to make payments that are baaed upon the actual situation of each 
recipient in the year in which the payment is to be made. In the case of districts where the J"®” 

eponsibilities are more than the local responsibilities as measured by the percentage of tptal students 
that are defined as a federal responsibility through the student counts), an appropriate payment forrnula 
would simply guarantee to the district a reasonable standard of education (measured by the P®' P^PJ^ 
penditures of comparable districts or national or state average per pupil expenditures) 

that the district made a reasonable local tax effort (measured by the tax effort of comparable districts or 
a state average). The formula could, if desired, Include the flexibility to take into account special cost 
increasing or decreasing factors such as sparse population. 



In districts where the local responsibilities exceed the federal responsibilities payments that 
matched for federal pupils the district's own revenues for non-federal pupils would be better than the. 

r..r formula., primarily bac.u.e they would provide an automafir correct.ve d.vroa to 

prevent Lerpayments or underpayments. However, a much better approach is simply to put the state 
Lerage tax base per pupil behind each federal pupil and let the district, in effect, levy any tax rate on 
.that base that its taxpayers are willing to levy on themselves. 



These recommended payment formulas would both, directly in one case and indirectly m the other, 
illow the federal government to take state aid into account in determining the federal payment. As a 



♦None of these problems are 
report. 



insurmountable. Solutions to them arc discussed at a later point in the 
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r6sult| the formulas could not be Administered unless the duiTf'nt pr^,'i\ibii, .on A^3.inst stAte Aid formulAS 
taking the federal payment into account were retained. ^ 



MINIMUM PAYME^^IT PROVISIONS 



The Need for A Minimum 



The movement to a local contribution rate of the type defined in the oi'.tions above would raise again 
the problem of low local contribution rates that Congress solved by allowing one -hall of .state and national 
average per pupil cost, as an alternative rate. Basing the local contribution rate upon actual local con- 
tributions, upon state average local contributions, or upon local tax rates would tend to lead to a range 
in nate average local contribution rates of something less than $100 in some cases to more than $600 in 
others. The states with the highest local contribution rates would tend to be the richest in the United 
Stales and those with low local contribution, rates to be the poorest. This situation was found to be in- 
equitable by the Congress in the past and probably would be so found if it were to arise again 



The moat obvious way to solve the problem is to initiate reimbursement of both state and local 
conrributions to the education of federally connected children. If the r-Tal of state and local contribu- 
ticns were reimbursed, the differences in state average local contribution rates would be the same as the 
cUfiorences in per pupil expenditures among the states. For the continental United Stares this range is 
relatively narrow, although obviously higher local and state contributions are found in the richer states 



In Chapter 3 it was concluded that there is no economic or educ atiunal rationale making payments 
of impact aid to state governments. Reflecting a similar conclusion., present law provides its minimum 
payments to districts rather than to states. 



The impact of providing these funds to districts is to pay them more, sometimes by a substantial 
margin, for each federal pupil than they raise for each local pupil. Assuming that these funds do not get 
translated into increased expenditures per pupil (and there is no requirement that they be used for this 
p>urpose) the funds can be translated into lower than normal tax rates. 



This impact can be most strikingly seen in the case of districts with high loderal impact but low 
local contributions per pupil. For example, assume a hypofhetical district with U e following 
characteristics: “ 



Pupils 

Assessed Value per Pupil 
Tax Rate, pe rcent 
Local Revenue per Pupil 
State Revenue per Pupil 
Federal Aid (Non-874) per Pupil 



1/ 



100 

$ 20 , 000 

of I (2 . 5 mil Is ) 



$ 



50 

500 

50 



Expenditures per Pupil 



600 



If the federal government causes an additional 100 federal equivalent pupils to live in the district 
the assessed value per pupil will be cut in half, assuming that, the federv.1 equivalent children bring no 
tax base with them. If the district makes no change in tax rate and state and federal (non-874) assistance 
.-..ntinue to be the same per pupil, the district's per pupil expenditures will drop to $575. If the federal 
government matches the local contribution per non-federal child with an entitlement of $50 per federal 

equivalent child, the district will continue with its regular tax rate and be able Co maintain its expendi- 
tures per pupil at $600. ^ 



Suppose, however, that the district is paid a national minimum or national flat rate payment of 
$300 per federal child. If the district chooses to maintain its tav rate, its expenditures per pupil would 

'Te ^ sources, $500 from the state, $50 from other federal programs 

and $150 from impact aid paid at $300 for half of the pupils). In such a case the, district is receiving a' 
sngnificant gain in its educational finance as a result of the federal pupils. If the district chooses to 



’!‘On the other hand, if the current payment formulas contimie to be used there in a good reason to 
permit the state's to take the federal payments into account . 

’’‘'‘For example, if the education of non-federal pupils were accomplished by a coimnbation of $300 per 
pupil in state aid and $300 per pupil in local revenues;, the Federal Government v.nn.ld contribute $300 
per federal pupil to the state and $300 to the district. 
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reduce its own local effort, it could, in the example, eliminate all local taxes and still maintain an 
educational program at $700 per pupil. This windfall effect is inherent in any type of minimum payment 
formulation for P. L. 874, As noted elsewhere in this report, the example above, while hypothetical, 
reflects closely the actual situation under P. Ij. 874 in some districts in the United States, 

Because of this windfall effect, if a national minimum payment is to be maintained, the funds 
should not all be disbursed to the local districts having federal children. 

To continue such distributions to local districts tends to create windfalls, bringing discredit on the 
federal program involved and by implication on all federal educational programs in the eyes of the many 
citizens aware of these overpayments, to discourage local tax effort (and thus to subsidize local taxpayers 
in these districts), and to expend federal education funds whore they are least needed. Payment of these 
national minimums to districts with low local taxes per pupil has recognized as the single most unportant 
source of overpayments in the Stanford study and is recognized by state educational authorities and even 
by the districts benefiting from them as a major source of problems in P. L. 874. 

Thus, under the present system, the use of one -half national average as a minimum local contri- 
bution fate develops from a device to promote equalization among states into a device that actually pro- 
motes overpayments to certain districts within the recipient state. 



Payment of Minimums to the States 



The preceding section has indicated that it is highly undesirable to allow districts to receive the 
benefit of minimum payments that are established to avoid inequities among states in average local 
contribution rates. The section before that one argued strongly that there is no economic justification on 
the basis of net burden for a program of direc t payments to all states. These sections, combined with 
acceptance of the concept of a national minimum payment, would seem to indicate a major impasse. 

Fortunately, the impasse can be resolved with little logical difficulty and excellent educational 
results. The rationale for the national minimum payments is not really a net burden rationale, but is 
rather an argument that per pupil payments should be relatively similar among states for interstate 
equalization reasons. This being 'the case, tlie argument against payments directly to states does not 
stand in the way of making the interstate equalization payments to the states. Further, because the 
reason for the invocation of the national minimum rate is usually that the state defrays a high percentage 
of the educational costa in the districts, the logic of the payment would indicate making it to the states. 
Thus, if a national minimum payment is to be made, Battelle recommends that the difference between a 
district's normal entitlement and the minimum payment be paid to the state, rather than to the district, 
subject only to the condition that the state use the payment for elementary and secondary education. 

The educational results of this recommendation are, by most standards, highly favorable. 

First, the recommendation would solve a portion of the problem that has been encountered in states 
contemplating equalization type formulas that, because of the prohibition against taking P.L. 874 pay- 
ments into account in such formulas, have been reluctant to apply such formulas because of the windfall 
effect they would have upon districts receiving large P.L. 874 payments. Part of this problem stems 
from the fact that the federal government makes impact aid payments on the basis of added student loads 
without accompanying tax base (which would tend to lower assessed value per pupil) and state equalization 
payments are made on the basis of low tax base per pupil. This means that state equalization aid and 
P. L. 874 payments may tend to overlap, creating significant windfalls for a few districts at the expense 
of the remaining districts in the same state. This problem is much more serious however in those high 
state aid states where the P, L, 874 payment is already much higher than it should be by virtue of the 
operation of one -half national average of per pupil costs. Thus, cutting back the overpayments to such 
districts will tend to reduce the double windfall effect inherent in the current law. 



Second, the recommendation will put funds in the hands of those states that fend to have the lowest 
per pupil expenditures and the lowest per-capita personal incomes. In effect, the recommendation would 
work a transfer from the districts in those states that have been receiving surpluii P, L. 874 payments to 
the state treasury and from there to such educational assistance as the state may devise. It seems rea- 
sonable to predict that additional funds earmarked for educational purposes would tend to be distributed 
by these states in a way better designed to improve the standard of education in the state than the current 
distribution does. 
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Third, the recommendation helps to clear the way for those stales that seek to improve the financing 
of schools through greater state aid. At the moment, if a state chooses to move the financing of its edu- 
cation to almost entirely a state level (as Michigan is considering) it would find thc't some of its districts 
would be receiving major windfalls by being able to receive both the state payn\ent3 and a local contri- 
bution rate of $300 or more fhom the federal governsTient for each federally connected pupil. Under the 
recommendation, if a state chooses to finance 90 percent of all educational costs of its pupils (including 
the federally connected ones) the state would receive roirnbursement of about $Z70 per pupil from the 
federal government. 



Minimum Payment Rates 



Because the purpose of the national minimum payment is prin^arily to reduce disparities in average 
local contribution rates from state to state, there is no way to determine what the minimum payment rate 
should be through examination of the economic impact of federal installations upon local school districts. 
However, research can indicate the consequences of various methods for determining the minimum 
payments . 

The payment of one-half of state average per pupil costs in addition to paying one half of national 
average does not in any way tend to produce equalization of payments among the states. What the one-half 
state average minimum does is to increase (when compared to one-half national average) the payments 
made to those states that support a high level of expenditures per pupil. These tend to be the states with 
the greatest wealth, not the least. 

In practical application the one-half state average also has some strange effects under certain cir - 
cumstances. For example, California has relatively high per pupil expenditures, particularly if it is 
permitted to count some of its grade 13 and 14 costs in determining per pupil costs. California, in com - 
mon with a few other states, still has some school districts that educate elementary children but not lugh 
school children. Because the cost ot educating elementary children is lower and the elementary districfs 
tend to be in more rural areas with lower living costs and educational aspirations (to the extent they act- 
measured by per pupil expenditures), one -half state average tends to result in the elementary distrjci s 
receiving payments on the one-half state average basis. 

This result has two undesirable aspects. First, it tends to make the use of the minimum paym'mi 
provision the result of decisions about school district organization that really do not reflect the situation 
that the minimum payment is designed to correct - namely low payment.^ in states that pay a large per- 
centage of educational coats from state funds. Second, the use of the nu.i -half of state average per pupil 
costs provision provides an incentive for states to continue to maintain .separate elementary and secondary 
districts. This effect would probably be even more pronounced when the states were the beneficiaries v-f 
of the minimum payments rather than the districts. The, use of a nationaily uniform minimum payment 
avoids these problems. 

The national minimum could be set, as at present, by relating il to the national average of per pupil 
costs. This allows the minimum to rise as per pupil costs rire. The minimum could relate to current 
year estimated national average per pupil costs, or the political compromise that set the national mini - 
mum at one-half national average per pupil costs in the next preceding year could be retained. Alte ’•na - 
tively the national minimum could be set as some fixed dollar level, in which case the iinpact of the 
minimum would be reduced each year as per pupil costs rose. 

The higher the national minimum is .set, the higher impact aid c osts would become and (the reverst 
side of the same coin) the higher the payments made to state would he. Obviously, if the national mini- 
mum is set at the same level as in current law, paying these payments to the states would neither increase 
nor decrease the total costs of the program to Ihe federal government. 

For the purposes of developing a recommended program, Hattelle retaiiuid the sub.stance ol the 
decision to use one -half national average pei' fiupil costs as a nunimum payment but will shift that mini- 
mum to a current-year basis, consistent with the shift of the per pupil payments to districts to a curreni.- 
year basis . 

‘I'One-half state-average payments do not necessarily promote I'quali-/, alien when paid to districts as th< 
districts receiving the payments may also get large .state aid payments. 
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SUMMARY 



This chapter has examineid the methods for determining per pupil payments used under current 
law and alternatives to those methods. The current methods of matching local contributions per pupil 
of comparable districts within the same state Or state groupings of districts were found to do an inherently 
poor job of meeting net burden of federal installations. By failing to reflect the actual state aid and 
local resources of the recipients, the comparable districts method will tend to overpay in some cases 
and underpay in others. Further, by tying contributions to activities in districts that do not receive sub- 
stantial impact aid, these methods do not provide any a;tftomatic 'correction factor to offset a reduction in 
local tax effort resulting from overpayments of impact dd. New methods for determining per pupil pay- 
ments were presented to correct these deficiencies, Ir the case of heavily impacted districts, the rec- 
ommended payment formula would guarantee to a distri«^t that it could have per pupil expenditures com- 
parable to that of those districts. In the case of less heavily impacted districts, the recommended 
formula would allow the recipient to collect from the federal government for each pupil for whom the 
federal government assumed responsibility an amount that the district would have raised if the state 
average tax base were available for the support of that pupil. 

A national minimum payment was determined to be a political question, but the recommendation was 
made that if such a national minimum is used the difference between the national minimum and the per 
pupil payment ’‘earned’* by the districts should be paid to the states, not to the districts. 
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CHAPTER 7: FURTHER STEPS TOWARD I'HE PROGRAM 



INTRODUCl ION 



The pi'eceding two chapters have examined the issues of student counts and local contribution rates 
in some detail. These chapters left open a number of important questions including whether postal work- 
ers should be included in the program, the extent to which the rate of payment for (b) students should 
differ from the rate of payments for (a) students, eligibility requirements, corrections for overcounting 
of students, and the extent to which the tax base of a district will be allowed to affect its entitlements. 
This chapter examines these questions. 



CONTRIBUTION RATES FOR (b) PUPILS 



Because school districts obtain tax revenues from the residences of pupils whose parents live on 
private property but work on federal property, it is generally agreed that the per-pupil payment for (b) 
pupils should be'lower than that for (a) pupils. This .section addresses the question of how the two pay- 
ment rates should relate to eac:h other. 



Conceptual Basis for the (b) Payment Rate 



Two quite different concepts are utilized to define the economic impact of (b) pupils. The more 
satisfactory of the two is that related to the situation when the federal government causes pupils to be |n 
a particular school district. That situation arises, for example, when the federal government opens a 
military installation and causes families to live near the installation who most certainly would live some- 
where else if the installation did not exist. In these cases the appropriate (but second best)* measure of 
economic impact is to examine the costs of educating the additionial pupils (which is done by the per pupil 
payment mechanism discussed in the preceding chapter) and the extent to which those costs are defrayed 
by the added school revenues stimulated by the installation - particularly the taxes paid on residences 
by employees of that installation. 

This concept, which can be called the service burden concept of impact underlies Battelle's recom- 
mendations that impact aid payments be made on the basis of the (b) pupils. This concept tends to focus 
attention on whether the pupils are in the school district because of the federal activity. 

If the federal government caused the students to be in the conimunity, then it can be argued that the 
federal government should defray that portion of the added costs of educating them that are not defrayed 
by taxes on their residences and by tax revenues resulting from the economic stimulus of the federal 
activity (net of the adder! costs of any pupils added to enrollment by that stimulu.s). It is this service bur- 
den concept that provides a com-eptual base for the payments of impact aid funds to districts that do not 
contain the ferleral installation, and thus covild not tax it even if it were taxable. 

Obviously, (he service burden concept does not rer ogni'ze any burden when the pupils who work on 
federal property would be attending .schools in tlie district even if the federal activity had never developed. 
In such a ca.se, the federal activity does not cause added costs to the district and should not be obligated 
to provide added revenues. Practically all of the (a) pupils fit this service burden concept, as do many 
of tlie (b) pu|>ils who have obviously been drawn to areas around military base.s and defense contractor: 
(using government owned property) by the federal activity involved. 



The appropriate method for handling the problem addre.ssed by this section is t:u avoid it, entirely by 
using the concept ual framework lor the mcasu remenl of federal uripaci e.stahl i .shed in fTiapfer 2. That 
framework cali ulate.s the rt:venuc and cost position td' the distriit with the federal impact and without. 
In .such a framework student counts are not rec|uirccl at all, and lhu,s there is no need to differentiate 
the ei’lects of (a) and (h) pupils. It is only heciiuse there is no wav t'l .'-ptM ulale accurately on what; for 
examph", the W.i sinnglon, D, C, , area might be liki' if it were nui the nalimi'.s capital, that the concep- 
tual [irohlem 0-1’ payment luiles for (b) pupils mu.st he .separately addressed. 

■ ••'•A nu>r«* complel u di H lUH sion of the impaet of (h) pupils near military hase« will be found in Chapter b, 
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On the other hand, a large number of (b) pupils do not fit this concept. A Working wife in New York City 
who happens to work for a federal agency rather than a private company, and a farmer who shifts to part 
time farming and work at a military installation are not, by those employment decisions, increasing the 
school costs of their district. 



In passing, the service burden concept tends to indicate eomething about the relative tendency for 
student counts ;o overstate burdens in heavily impacted rather than lightly impacted districts. In an area 
where the federal government represents a small proportion of total employment (as measured indirectly 
by the percentage of pupils that are federally connected), increases in migration to the area are not 
likely to be caused in any direct and immediate sense by expansion of the federal activity. When, for ex- 
ample, a federal agency adds ten postal workers, ten shipping clerks, or ten secretaries to its work 
force in New York City; Baltimore, Maryland; Dallas, Texas; or Detroit, Michigan, it is hard to imagine 
that these jobs are filled primarily by persons that migrate to these metropolitan areas to take them. 

On the other hand, when the federal employment demands are far in excess of the local labor supply, 
as is the case when the federal government operates a large military base in a fornierly rural area, it 
is reasonable that the labor demands are met by migration to that area. Such areas will be character- 
ized by a high proportion of federally connected students as a percentage of total students. 

An alternative and much less satisfactory concept of the economic burden of (b) students is the tax 
^ concept. This concept presumes that if an individual were not working on federal property he would 
be working on taxable private property and that the district is therefore deprived, by federal ai;tion, of 
the tax revenues it would receive on the property. Alternatively, this presumes that if the federal gov- 
ernment "burdens” the school district by the non-taxability of its property, the district should receive 
impact aid . 



_ One reasonable standard to apply to impact aid legislation is that even if it cannot accurately re- 
flect an economic theory of burden that is conceptually perfect, it should at least reflect a single theory 
that is consistent and makes reasonable sense, and should not reflect two inconsistent theories. There 
is a certain tendency for advocates of impact aid to switch from one of these theories to the other, con- 
sistently selecting the theory that would maximize entitlements. For example, when discussing the fed- 
eral obligation to make payments for (b) students who would be in a district even without the federal 
impact, there is a tendency to utilize the tax loss theory. On the other hand, when the subject turns to 
payments for (b) pupils who live outside the district in which the federal property is located discussion 
tends to revert to the service burden theory. If one accepts a tax loss theory as representing the eco- 
nomic impact of (b) pupils, then payments should never be made on the basis of (b) students who live out- 
side the school district in which federal property is located . As noted in Chapter 5, over half the 3 (b) 
children claimed for impact aid under Section 3 (b) (2)' are 3 (b) outs and an additional number that can- 
not be determined of the 2 (b) (3) students (whose parents are uniformed personnel) are 3 (b) outs. 

If the tax loss theory is used on the basis that the federal government's refusal to permit the dis- 
trict to tax its install9.tions is used, a number of interesting impact aid consequences would follow. If 
it is assumed that (in effect) the federal burden comes from this source, the appropriate payment would 
bo. in lieu of tax payment based upon the value of the federal property. As discussed in Chapter 3 such 
a payment Would be much larger than impact aid payments in a few districts and much less or nonexis- 
tent in many of them. 

Further, the tax loss theory tends to presume that if the federal installation were not located in the 
district, private taxable property of the same value would be. As an examination of the location of the 
nation's military bases would readily indicate, there is a very c:onside rable probability that if military 
installations wore not located in these areas the land involved would remain unused, and thus on the tax 
rolls at very low valuations. 

The alternative approach to tax I 038 is ti> a.ssume that if an individual were not working on federal 
property he would be working on private property that would be a basis for tax payments. Carried to its 
logical (but inevitable) extreme this theory would suggest that if an individual shifts his employment from 
General Motors to a federal agency in Detroit hi.s decision automatically reduces the valuation of General 
Motors' property that is subject to tax. 

Because of the difficulties of the tax loss theory, the analysis of the payment rate foi- (b) pupils 
proceeds on tlie basis of the service burden thiiory. Ilowevc'r, it shejuld be recognized that the resulting 
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payment rate for (b) pupils will autoiYiatically contain an overpayment bias because it will be unable to 
distinguish those students in a district because of a federal activity from those who would he there whe- 
ther there were a federal activity or noti 



Measuring the Residential Taxes of Federal Employees 



Under the net burden concept, the payment rate for (b) students — before considering any correc- 
tions for the overestimation of federal impacts inherent in the student counts — should be the added 
local costs caused by those students (the local contr bution rate for (a) pupils) minus the tax revenues 
generated from the taxation of the place of residence and minus any net additional tax revenues generated 
indirectly by such pupils and their families. 



Leaving aside the indirect effects for the moment, one way t<.) measure the tax contribution of the 
parents of federal pupils would be sinriply to find the taxes for schools that each such parent paid to the 
district. As anyone who has ever worked with local assessment data knows, this approach would be 
extremely costly to administe r . This is particularly the case because such a method should calculate 
the taxes paid by the federal workers who do not have children in school, as well as those paid by those 
who do. 



One approach to the problem of hnding a payment rate for the (b) pupils would be to relate the in- 
comes of the federal employees to the aveiage incomes in the community in which they live. Battelle 
considered and rejected this possibility on two grounds. First, while the income of a federal employee 
and a non-federal employee will probably correlate somewhat with the value of their residence, it would 
be nearly impossible to determine such relationships for the nation as a whole. Further, such relation- 
ships would only have value if the average number of children for .such families could be accurately cal- 
culated. In any case, such calculations on a national level v/ould be misleading because federal em- 
ployees in one district (e.g. , military enlisted personnel) are likely to have considerably different 
numbers of school age children per federal employee and different housing tastes than other federal 
employees (e.g. , workers in a federal correctional institution). 



One imperfect, but not illogical, way to calculate the payment rate for the (b) pupils ia to take the 
national average of taxes paid on commercial and industrial property (as opposed to residential property) 
and use that percentage as the payment rate for the (b) pupils whose parents pay residential taxes. This 
was the basis for the 50 percent payment rate for (b) pupils in the present law. More recent analysis 
of the relative importance of residential valuation and commercial and industrial valuation^*'^''^'* would indi- 
cate that on this basis the payment rate for (b) children should be 40 percent of the payment rate for 
(a) children in the case of parents who work on federal property and live on private property. The 
logic of the 50-50 division or a 60-40 division does not fully reflect the many nuisances of burden in 
different circumstances. For example, there are important distinctions between military personnel 
living on base and civilian personnel who work on, but live off, of federal property. The military per- 
sonnel are unlikely to stimulate much commercial valuation whore they live because they tend to buy in 
PX^s and commissaries, eat on base, party in their clubs and when they travel seek to put considerable 
distance between themselves and the military installation where they are stationed. In addition, these 
personnel avoid many local taxes from which they are relieved under the Soldiers and Sailors Civil 
Relief Act. These situations apply to a much lesser degree to military civilian employees and not at 
all to regular civilian employees. 



’*'^The recommenda^iion in the 1965 Stanford study that this basis be used (for all federal families in 
the district) was lot accepted by the Offic:c of Education for this roa.sun. 

>i'5C'De8pite this problem, Battelle did attempt one such t:alculation in the State of Texa.s in response to 
superintendent’s contention that the per pupil residential taxes from federal (employee’s residences 
were lower than 'che per pupil residential taxes paid by non federal taxpayers v/ith school children in 
the district. This calculation (reported in Batte. lie’s Texas field i*e})(jrt), based upon a. sample of 
taxable property in El Faso, Texa.s, inclieuted that the per pupil taxes paid ilirough the lesidences of 
federal en'iployees were higher than tlu^se paid l)y (he non -federal employees. Such a study is, how- 
ever, inconcluHive because it inherently cannot con.sider the residential taxes ot federal employees 
who do not have children in public' schools and the non - federal 1 y employed lo«.*ctl res) dents in the sanie, 
situation . 

:!o;o!^Sce Census Binu'au, Chuisus of Govcjrnmenl s , \ ^ ^ Values i n 1 ■ / (c M>\e nn jurnt Printing 

Office, 1969). ^ 
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In dealing with thest^ difforont Hituatious, Hattolle has sought unsufcesslully to dovoJctp a I'elation- 
ahip between payment i-ates for military and civilian students that would adequately reflect the differ- 
ences in the direct and indirect contributions that their parents are likely to make to local tax revenues. 
As a result of this effort, we are convinced that no single relationship will be correct in all cases. 

One important factor to remember in dealing with the distinction between military and civilian (b) 
pupils is that while the military parents are less likely to contribute to the development of the local 
economy, the military parents are more likely to hjive a greater percentage of their school age children 
in the earlier years of school. Because per pupil costs tend to be lowest in the lowest grades and highest 
in the highest grades, this means that any local contribution rate would (other things being equal) tend 
to compensate for a greater percentage of military student costs than civilian student costs. 

Based upon this factor and the fact that both Battelle's recommended approach to compensating very 
heavily impacted districts and to correction of overcounting errors (see the following sections of this 
chapter) will tend to have its least effects in areas with high concentration of military personnel, we rec- 
ommend that the military and civilian per pupil payments continue to be the same. Following the rela- 
tive importance of residential and commercial and industrial property in the nation as a whole we accept 
the concept of a (b) payment rate that is 40 percent of the payment rate for (a) pupils.*.’' 



TREATMENT OP" RICH AN’D POOR DISTRICTS 



One of the most striking aspects of edvicational finance in the United States is the massive maldis- 
tribution of tax base among local educational agencies. Particularly in states with a large number of 
small school districts, some districts may have 50 to 100 times as much tax base per pupil as the dis- 
trict with the lowest per pupil valuation in the state. This means that in the absence of state equalization 
formulas (and for tne substantial educational costs not covered by the minimum support levels in such 
formulas) some districts would have to tax themselves as much as 100 times as heavily (as measured by 
fhe tax rate) to provide the same educational expenditures as the most affluent district in their state. The 
reasons for these disparities, and the problems they cause have been widely discussed in the educational 
finance literature; those discussions need not be repeated here. 

Some extremely cogent arguments can be made for eliminating richer districts (measured by tax 
base per pupil) from consideration for impact aid payments. First our net burden logic indicates that 
the burden imposed by the federal government, when it exists, takes the form of reducing the tax base 
per pupil in an impacted district by bringing in new pupils without a corresponding increase in tax base. 
This indicates that when we find a district with federally-connected pupils that has a very high tax base 
per pupil, there is a considerable possibility that the federal impact has been positive rather than nega- 
tive. To the extent that the federal impact has caused the high per pupil tax base, additional payments 
for federal impact are unjustified. 

However, a general rule that the richer districts should not receive inipact aid would adversely 
affect some districts that are relatively rich, but would have been-even richer if there had been no fed- 
eral impact. In such cases the federal impact payment can have one of two effects, or a combination 
of both. The payment can be used to reduce the already low taxes for education in the district, thus 
benefitting local taxpayers at the expense of the Treasury. Alternatively, the payment can be used, in 
whole or part, to inc rease educational expenditures from quite high levels per pupil to even higher 
levels. In such cases, it is reasonable to assume that the payments might better be used to improve 
education elsewhere. 

Thus, a richness cut-off in effect presumes that if a district has a vei-y high tax base per pupil that 
per pupil tax base should be attributed to the positive effects of the federal government on the local econ- 

’■■'This payment rate gives the federal government no direct credit for such sLimulated industrial valuation 
as that of electric generating plants that serve federal installations. However, s<mie correction for this 
stimulated impai't is made through Ihe "richness I'ul-off" discussed in the next section. 
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orny. In the cases where that presumption is incorrect the effect of the cut-off is simply to avoid paying 
funds to districts that can easily support a high level of educational expenditures without federal 
assistance. 

The only readily available method for taking the richness of a district into account is to deal with 
the district's tax base per pupil. While it would be conve lient to measure income in a district raiher 
than property or other tax base, as a practical matter this cannot, be done because reliable data on in- 
come organized on a school district basis do not exist. Tax base per pupil may be used in a formula 
for impact aid in several ways: 

A cut-off point can be established so that districts with a certain tax base per pupil get no 

impact aid assistance at all; 

A reduction in assistance could be developed that would reduce total entitlements by some 

factor reflecting the richness of the district; 

Or a combination of these two methods can be used. 

The choice of an appropriate cut-off point or methc'i to reduce assistance to richer districts in- 
volves a number of judgments that cannot all be economically based. J3ecause a cut-off point does avoid 
payments entirely to the very richest districts, while a reduction for richness would not, there is some 
basis for preferring a cut-off point. 

A case can be made that the appropriate cut-off point is the state average assessed value per pupil 
on the theory that if the federal government had never had an impact on a community the state average 
reflects a ’*best guess'* as to the situation the district would likely have been in. On the other hand, a 
higher cut-off point can be justified if it is assumed that the private activity that would have taken place 
in the absence of federal impact would have given rise to a higher tax base. Another point in favor of a 
higher cut-off is that the federal employees, had they not moved to the particular district in which they 
are found, might have moved to some other district that would have higher than state average asessed 
value per pupil. In the case of highly skilled civilian employees (eg., srienlistis and engi.neers) this 
argument is probably true. 

Considering all of these factors, Battelle has used a cut-ofi point of 1.25 times state assessed 
value per pupil in its recommended program. No attempt, however, is made to justify this cut-off in 
preference at 1.24 or 1.26t 

State averages rather than national averages are used to determine the rut-off point because na- 
tional average tax base figures cannot be constructed on a reasonable basis for reasons explained in an 
appendix to this report. Lt would be possible, however, to permit more recognition of differing wealth 
per pupil in various states by letting the cut-off point vary in proportion to differences between per ca- 
pita personal income in the various states. For example, if the per capita personal income of one state 
were 10 percent below the national average, the cut-off point for that state could be made 110 percent 
of 1.25 (or whatever number is chosen for the cut-off point). 



ELIGIBILITY, ABSORPTION, AND CORRECTU3NS FOR THE 
INHERENT OVERCOUNTING OF STUr>ENTS 



Problems With Current Law 



Unless it happens to have 400 federally connected pupils (a provision helplitJ only to large school 
districts) a district cannot be eligible for P. L. 874 unless at least 3 percent of its students are federally 
connected. Assuming equal sized districts (ADA * 10,000) and a local contribution rate of $600 (half 
that for (b) pupils), the following situations are quite possible under existing law. 
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TABLE 7.1. 



PAYMENTS TO NEARLY COMPARABLE 
DISTRICTS UNDER P. L. 874 



District B 





District 

A 


With 

Eligibility 
Last Year 


Wi^out 
Eligibility 
Last Year 


Total ADA 


10, 000 


10, 000 


10, 000 


Federal Students 
(All 3 (b) 


300 


299 


299 


Local Contribution 
Rate, if Eligible 


$600 


$600 


$600 


Entitlement, 
if Eligible 


$90, 000 


$89,700 


$89,700 


Entitlement, 
Current Law 


$90,000 


$89, 700(a) 


None 


(a) If not eligible last 


year but eligible 


the year before. 


the pay- 



merit would be half the amount shown. 



Because of the entitlement threshold, the value to District B of an additional federal pupil would be 
the full amount of the payment for all 300 pupils or $90, 000 in presumed burden for a single pupil. The 
presumed burden of a district having 300 pupils last year and 299 this year is $89,700 while the presumed 
burden of a district having 298 pupils last year and 299 this year is zero. 



This anomaly is inherent in any approach to P, L. 874 in which an eligibility threshhold is estab- 
lished, but where payments are made on all pupils once eligibility is established. 

A second important problem concerns the reli :ive importance accorded to different types of pupils. 
Under the current legislation the payments for the 3 (b) pupils are only half as large as those for the 3 
(a) pupils, reflecting the notion that the burden imposed by the 3 (a) pupils is twice as great as that im- 
posed by the 3 (b) pupils. However, the current eligibility calculations assume that the impact of each 
type of pupil is Identical. A more proper approach to eligibility is to use the same relationships among 
different types of pupils as Is used to calculate the payment rate, thereby making the eligibility concepts 
consistent with the payment concepts. 



The following pages discuss eligibility and abso rption’K in light of these two problems with current 
law and in light of the inherent tendency of the student counts to overestimate federal impact for the rea- 
sons discussed in detail in earlier chapters. 



No Minimum Requirement 



If each federal student is presumed to give rise to some type of burden, it can be argued that there 
should be no minimum impact to qualify for assistance under this program. 



Allowing eligibility for all districts having any federal pupils would bring practically all of the 
roughly 20, 000 local educational agencies In the United States within the scope of the impact aid program. 
It Is rfiaionable to anticipate that this change would significantly increase the administrative costs of the 
legislation, and that the ratio of administrative coafs to program dollars would be much higher for the 
districts thus brought into the program than for those already in the program. At the extreme the pro- 
gram would cover a payment of $150. 00 based upon a single 3 (b) child in a district using one half national 
average per pupil costs to calculate Its local contribution rate. A very (•onse rvative estimate of th<. cost 



^Absorption refers to limiting federal responnibility lii a number ol lede rally conneited .students that is 
less than the total federally connected students in an applicant district, 
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of servicing one district for P. L. 874 alone would suggest a minimum processing cost in excess of 
$2, 000, Such costs are not unreasonable for a program, like the current P. L. 874, where the average 
payment exceeds $100, 000 per district; but would be unreasonable when they begin to exceed the value of 
the payment, 

It is certainly also true that the inequity of the federal government's imposition of a burden on a 
district is none too compelling when that burden represents a small percentage of the district's budget 
and where there is reason to believe that the student count method overstates that burden by some un- 
known, but significant, amount. 

Finally, payments to districts with a very small percentage of federally connected students simply 
represent a "wash" (or cancelling) transaction between the taxpayers in the district and the federal bud- 
get that achieves no useful purpose and consumes administrative effort that could better be expended for 
other causes. The added federal budget outlays to bring all districts in the United States into the impact 
aid program would be raised in large part from the districts in the United States that do not now partici- 
pate in the program and would tend to be paid back into the same districts through a distribution of funds 
not too different from the distribution of the taxes used to pay fur the program's extention. 

This reasoning indicates strongly that there should be some cutoff below which payments will not 
be made; but the reasoning does not lead to a precise definition of where that cutoff should be made. 



An Administratively Justified Eligibility Threshold 



One approach to this problem is to set the threshold for eligibility in such a way as to seek to solve 
the problems of high administrative costs in relationship to program dollars. This approach, and only 
this approach , justifies the use of eligibility standards without comparable absorption . This~a[^’ roach 
would presume the equity of paying for all federally connected students but justify not paying certain dis- 
tricts mainly on the basis of high administrative costs. 

Such an administrative threshold could be justified in terms of a minimum dollar amount of pay- 
ment (or a minimum number of pupils which, roughly speaking, produces the same effect) or in terms 
of a minimum percentage of students required for eligibility. Because email school districts with a 
higher percentage Impact can claim that a minimum number is unfair to them and larger districts with 
a small percentage impact can claim that a percentage is unfair to them, one approach (the current one) 
is to combine both a minimum number of students and a percentage and to allow some stipulated minimum 
number (currently 400) to indicate eligibility regardless of the percentage of students. If one is to take 
the approach of basing eligibility upon a reasonable administrative cutoff, the current eligibility criteria 
are a reasonable approach. 



A Budget- Justified Absorption 



Throughout the history of the P, L. 874 program absorption has always appeared as an attractive 
approach to many observers. The basic concept of absorption is that a school district should be asked 
to support from its local resources a certain percentage of its pupils even though they may be federally 
connected, For example, in a district with total ADA of 100 and 10 federally connected students, ab.sorp 
tion of 3 percent of ADA would mean that the federal government would defray the costs of seven of the 
students and the district would be asked to defray (would not be reimbursed for) the costs of three of the 
students (see Table 7.2), 

Absorption has strikingly different impacts among different districts, depending upon the extent 
of the federal impact upon the district. Also bcicausc it iu;duces entitlements among all districts recciiv- 
ing assistance its budget impact can be quite pronounced. The following table provides some indication 
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3 1 ra ti ve costs (not all of whicdi are reflcictcid in thc! federal budgcit) inc^lucle developing, dis- 
tributing, filling out and tabulating student survey forms, preparing applications, keeping books oi: the 
review of applications, lederal review of applications, rnaUing ol payments, auditing 

and reporting, 

**11 is just as hard to administer a payment of .$500 to a district that could claim $200, 000 without 

$199, 500 of absorption as it is to administer a payment of $200, 000 to tlie same di.strict. The student 
counts, application processing, and auditing problems are identical. 
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I of the impact of absorption on district with different degrees of federal impact. The preiumed abuorp- 

I tion is the same rate as that used to determine eligibility (3 percent) and, for simplicity, all tjie students 

( involved are assumed to be 3 (a) students. 
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TABLE 7. 2. IMPACT OF ABSORPTION ON 3 PERCENT OF ADA 
UPON REPRESENTATIVE DISTRICTS 



Percent of Federal 
Students 


Total 

ADA 


Federal 

ADA 


Absorbed 

ADA 


Eligible 

Students 


Percent of Federally 
Connected Students 
Resulting in 
Impact Aid 


3 


100 


3 


3 


0 


0 


4 


100 


4 


3 


1 


25 


6 


100 


6 


3 


3 


50 


9 


100 


9 


3 


6 


67 


12 


100 


12 


3 


9 


75 


30 


100 


30 


3 


27 


90 


100 


100 


100 




97 


97 



Source; Battelle calculations. 



As the table indicates, the lower the percentage of federal students in a district, the higher per- 
centage an absorption concept makes a local responsibility. When it is recalled that the average federal 
impact over all P.L. 874 recipient districts is relatively low, the financial impact of absorption can be 
seen to be substantial. ' 

Another aspect of absorption is that its burden tends to fall upon the districts least dependent upon 
impact aid funds. Because impact aid payments expressed as a percentage of total school budget tends to 
correlate with percentage of students that are federally connected, the largest impact aid reductions re- 
sulting from absorption occur in the districts with the smallest reliance upon impact aid. Whether this 
makes absorption desirable or not is obviously debatable. The primary impact of absorption is (a) to 
eliminate the districts that claim on the basis of meeting the 400 student minimum without having a per- 
centage of students exceeding the eligibility threshold and (b) to cut very sharply entitlements in districts 
with a low percentage of federal students. These impacts fall particularly upon the nation's larger cities. 

The primary difficulty with absorption developed merely to reduce total budget outlays for impact 
aid is that it has no particular rationale in terms of the objectives of an impact aid program. Because 
of this lack of rationale, one cannot say whether one absorption percentage is better than another except 
in terms of determinations of what should be , spent upon impact aid. For that reason, Battelle has not 
pursued budget-constraint determined absorption concepts further in its analysis of impact aid, as the 
Battelle study was not aimed toward producing any particular federal budget impact. 



Absorption and Eligibility Based Upon Exceeding National Averages 



As noted earlier, there is very little logical basis for defining a particular cut-off point for eligi- 
bility, once one ^illmlnates the case where the program would cost more to administer than the assistance 
it would provide. One logical stopping point, would be to determine that the federal government should 
provide Impact aid only to those districts that have more federal impact than the average district in the 
United States. 

There are several approaches that produce the conclusion that only distmcls with aljove average 
Impact should bo paid. T^ho first of these consists simply in pointing out that a truly average district in 
the United States would pay an average amount of federal income taxes (and indirectly corporate taxes) 
and have an average pe rcentage of fecloraliy connected ])upils. To irtipose a program of impact aid updn 
such districts alone would simply be to i t<llect funds from the taxpayers of the district and return the . 
same funds to the district for the use of its school system, minus, of course, the cost.s of administering 
the federal tax and grant program used to make these transfers. Although suc.h a program might have 
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an advantage in reducing reliance upon the property tax and increasing school financing through an income 
tax, a similar result could be reached more readily by distributing acme percentage of the federal income 
tax on an ADA basis. By definition if a district has average federal impact, expressed as ;i percentage 
of total ADA, it will do as well under a distribution based upon ADA as it would under a distribution based 
upon counting federally connected children. 



The Scune approach can be taken toward the question of absorption. Assuming for the moment that 
the nation is composed only of two sets of school districts, one with slightly higher than average federal 
impact and one v/ith slightly lower thati average federal impact, we can illustrate the problems inherent 
in the current notions of amount of payment, 



Table 7.3 illustrates in an exaggerated but fundamentally correct form the difficulty with having no 
absorption within an impact aid program that has an eligibility threshold. The districts that fail to meet 



the basic eligibility criteria have to bear the 


cost of their federally connected pupils and share the costs 


of all federal pupils in the districts that happ 


en to meet the basic eligibility 


criteria. 


TABLE 7. 


3. IMPACT OF 


P.L. 874 






Group One 


Group Two 






Impacted 

Districts 


Ineligible 

Districts 


National Total 


Total ADA 


20; 300, 000 


20, 300, 000 


40, 600, 000 


3 (a) ADA 


200, 000 


148, 700 


348,700 


3 (b) ADA 


1, 772, 400 


450, 000 


2, 222,400 


Percent Federal(^) 


9.7% 


2. . 9% 


6. 3% 


Eligible for P. L. 874 


Yes 


No 




Local contribution rate 


$317. 10 


N/A 




P. L. 874 entitlement 


$344 million 


None 


$344 million 


Group's Share of Federal 
Taxes to Support Activity 


$ 172 million 


$172 milHon 


$244 million 


Group's Net Gain or Loss 


+$ 172 million 


-$172 nru'flion 


0 


Net Payment per Federal 
Pupil 


$86. 00 


0 





(a) Counting (b) students and (a) without weighting. 
Source: Designed by Battelle. 



The solution to this problem is to make the absorption and eligibility criteria equal. In the exam- 
ple, both the eligibility percentage and the absorption percentage could be made zero. In such a case the 
total costs of the program would rise from $344 million to $464 million, by an increase of $120 million in 
payments to the second group. This would raise the tax burden of both groups, making the net gain of 
the first group $112 million and the net loss of the second group $112 million rather than the $172 million 
shown in the original example. Having no eligibility requirement would make the payment for each fed- 
eral pupil the same in both sets of districts. • 



Another approach that would achieve roughly thu same result would be to have all eligible districts 
absorb the same percentage as the eligible threshold, in this case 3 percent of ADA. This would reduce 
the total payments and thus, reduce the transfers from the taxpayers in Group two to the stndent.s and/or 
taxpayers in Group one. 



’•'‘This assumes an identity of interests between the taxpayers and the district, an incliffe rencc bc.tv/een 
local property and Federal income taxes, and that the distribution of federal tax burdens among dis- 



—..u X X.X.V-.IXX ^w.. ,..u 

tricts is comparable to the distribution of pupils. 

' ’ ' “ “ ‘ ■’ ' ’ ntribution rate for the 148,700 (a) pupils and half that rate for 



❖ ❖Derived by paying the average local ,co 
the (b) pupils. 
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The moral of this discussion (admittedly shov?h by example rather than rigorous proof - although 
a mathematical proof coUld He developed) is that wh*’n one is dealing with districts near the national aver- 
age federal impact, it makes little difference wheth r one raises federal taxes in order to support every 
federally connected pupil regardless of the number of pupils in a district, or whether one asks all dis- 
' ' tricts to absorb some federally connected pupils. The situation in which the eligible group takes the 
greatest advantage of the ineligible group is when there is no absorption, but there is a limit on 
eligibility. 

The preceding discussion simply brings out a conclusion that should be observable on a common 
sense basis to anyone familiar with the current P. L. 874 program. The taxpayers in the districts ineli- 
gible for P. L. 874 provide tax funds for use in the eligible districts (as everyone knows) in order to 
reduce tax burdens, or increase educational programs, or both, in the eligible districts. As long as ^ 
federally connected pupils in the ineligible districts and all federally connected pupils in the eligible dis- 
tricts are used in calculating payments, the ineligible districts suffer an undue burden from the P. L. 874 
program. This burden, to the extent that it is unjustified, can be eliminated by ( 1 ) requiring the eli- 
gible districts to absorb thfe same percentage of federally connected children as the ineligible districts 
do and using the federal budget savings to (a) reduce taxes or increase them less, (b) fund any other fed- 
eral education program, (c) fund any other federal program of general benefit, or some combination of 
the three. Alternatively, the burden could be eliminated, to the extent it is unjustified by federal impact, 
by making payments on the basis of all eligible students, thereby increasing taxes on the taxpayers in the 
eligible districts without increasing their payments, while initiating payments in the ineligible districts 
that would be greater than the added tax burden in 'hose districts. 
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The above conclusion contains two presumptions that need specific examination. The first of these 
is that the taxpayers in a school district and the school district are essentially identical. Implicitly it 
has been assumed that if the taxpayers in the ineligible districts have their taxes increased, the district 
as *a whole is worse off. Thus there is an implicit presumption that if federal taxes are reduced by a 
given amount on the individuals in a school district, they can apply that amount to support of the schools 
through local taxes. Also, it may be easier (or harder) to raise funds for education through local taxes 
than federal taxes. If one believes that it is easier to raise funds for education through federal than local 
taxes, and that more funds should be raised for education, the above logic holds only if the funds saved 
through absorption would be devoted to some other federal educational program. 

The second presumption is that the tax contributions of various districts (actually taxpayers in the 
districts) correlate relatively well with total ADA, but not with federally connected pupils. If impacted 
districts as a whole got by with lesser or greater than average federal income and other federal tax burr 
dens, some of the mathematics in the example would be changed. 

To conclude this discussion, a very attractive argument can be made that one reasonable approach 
to eligibility and absorption is to make payments only to those districts and only on such pupils that ex- 
ceed the national average of federally connected children. 



Absorption Based Upon Economic Logic 



I’ 






I 
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The preceding subsection has sought, to indicate some severe inequities inherent in having an eligi- 
bility threshold without absorption of the same percentage (of something) by the eligible school districts. 
Further, preceding sections have indicated the desirability of having some eligibility thre shoid inorder to 
avoid a program that might for some districts have higher administrative costs than payments. These 
considerations lead to the conclusion that there should be both an eligibility criteria and some absorption 
within any impact aid program. The notion of using a national average impact as what ought to be ab- 
sorbed has been discussed in this connection, without a clear specification of a national average of what. 
To develop this specification requires returning to the economic logic of the net burden of federal 
iu stallations. 

Some absorption concepts that have been discuHsed in the context of P . L. B74 debates have tried to 
require districts to absorb some percentage of total ADA, just as the current eligibility lorrnula requires 
absorption in the ineligible districts of 3 percent of ADA. Critics of this approach have indicated that 
this concept carried to extremes leads to economic nonsense. The extreme case is a district composed 
entirely of 3 (a) pupils; in which case absorption of 3 percent (or any percent) of ADA says that the dis- 
trict should absorb federal pupils based upon the federal pupils it has. If 3 (a) pupils really bring no tax 
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base to the district, a 3 percent absorption applied to such a district with a local contribution rate approx- 
imating (in combination with available state aid) state average |)er pupil costs simply says that such a 
district should for some reason have less than state average per pupil costs. The logic of net burden 
does not lead to this conclusion, 

To avoid this problem, absorption can appropriately be based on the number of non-federal pupils 
in the district. Thus a district could be asked to absorb the same percentage of its non-federal students 
as the nationwide total of non-federil students. 



Absorption Related To Overcounting Of Stu dents 

/ 

In considering eligibility and absorption, it is essential to recall that the combination of the studi^nt 
count methods and the per pupil payment calculation concepts recommended in earlier chapters would, 
like the present P. L. 874 program, tend to overcompensate eligible districts by a large (but unknown 
and unknowable) amount. First, the student counts include students on thc^ basis of one parent working 
on federal property, even though the primary wage earner may be working on private property. Second, 
the student count procedure would continue to allow flexibility in the choice of the date on which students 
are counted and thus allows an applicant to pick a count date with the maximum number of seasonal or 
temporary workers are working on federal property. 

Besides these factors, the student count procedures and per pupil payment will tend to pay much 
more than is indicated by either one of the economic impact concepts discussed earlier in this chapter. 

If the impact of federal activities is considered through the service burden concept, the following sources 
of overcounting develop: 

(1) The student counts are asymmetrical, they assume that when a family moves to a district 
to accept federal employment a burden is created for the receiving district, but do not 
recognize that if a burden occurs in the district to which the family moved, a benefit 
must have been created in the district from which they moved, 

(2) The student counts include, particularly as (b) pupils, a significant (but unknown and 
unknowable) number of children who would be attending school in the district whether 
the parents were employed by the federal government or not. 

If, on the other hand, one accepts the tax loss concept of burden, the following sources of over- 
counting develop: 

(1) The student counts include students in districts that suffer no tax loss because the federal 
property on which the parent works is outside of the school district in which he lives. In 
this circumstance the district would collect no tax revenues from the federal property 
even if it were taxable, and thus is not burdened by the fact that it is not, 

(2) The payments developed by counting students and multiplying the total by a per pupil 
contribution rate will often exceed the tax revenues that would have been paid on 
federal property if the district had been able to tax it. 

(3) If the tax loss is presumed to arise because if an employee did not work on federal 
property he would be working on private property, the tax loss lends to be overstated by 
the probability that if an employee did not work on federal property he would be 
working on non-federal non-taxable properties of state and local governments, churches, 
and other tax exempt organizations. 

Under either the tax loss or the service burden concepts, the combination r>f the student count and 
per pupil contribution rate will fail to reflect tho.se circumstance where the indirect economic stimulus 
of federal activities raises tax base (and thus revenues) by more than the amount required to educate the 
students associated with that indirect economic stimulus. The recommended "richness cut-off" deals 
with only a part of this problem. 
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While it is impossible to estimate the magnitude of these tendencies of both the recommended for- 
mula and the present formula to overpay districts, it is possible to sugge ?t a key characteristic of the 
tendency toward overpayments. That is that the overpayment errors are inore likely to arise in districts 
with minor federal impact than in districts with heavy federal impact, and more likely to arise in connec- 
tion with (b) pupils than with (a) pupils. This is particularly the case under the service burden concept 
for the following reasons: 

(1) An (a) pupil represents a federal employee for whom the government is providing 
quarters (and some Indian pupils), usually military personnel living on base. These 
pupils are thus normally in the district because the federal government assigned the 
parents to a particular installation and would not be likely to be in that district unless 
the federal government makes this assignment decision, 

(2) Excluding Indian districts, the heavily impacted districts are most likely to be 
districts adjacent to or encompassing military installations, in which case the same 
situation prevails as is outlined in (1) above. 

« 

Given this situation it becomes apparent that some correction for overcounting of s :udents is re- 
quired and that the corrections should be greater in lightly impacted districts than in heavily impacted 
ones. Thus, the absorption principle which has much to commend itself before overcounting of students 
is considered also happens to provide a convenient method for correction of overcounting errors. Al- 
though this approach does not indicate specifically what absorption percentage (based on non-federally 
connected pupils only) should be used, the approach does commend absorption because of its effect of 
making only minor downward adjustments in heavily impacted districts but major adjustments in lightly 
impacted districts. 

The concept of paying districts only for those federal students that represent above average federal 
impact has certain conceptual advantages in addition to the other advantages dilscussed earlier in this 
chapter. In effect, this concept indicates that the federal government's respor.sibility extends only to 
those districts that have an above average federal impact and for districts that have such an impact, the 
federal responsibility covers only the costs of educating the students above that average. On an overall 
national basis, the concept of paying only for above average impact would indicate that a district would be 
asked to absorb federal students reflecting 3 percent of its non federal enrollment. 

This recommendation would mean that a district applying for impact aid would count the total num- 
ber of (a) students, add the number of (b) students multiplied by 0.4, subtract 3 percent of non-federal 
students (total students minus the equivalent federal students) and receive payment of the full per pupil 



'^On an overall national basis, the student count' situation is approximately as follows; 



3 (a) students 348,703 x 1 

3 (b) students 2,222,358x 0.4 

Total federally connected 

Total students (approximate) 

Percent equivalent federal of' 
non-federal 

Percent equivalent federal of total 



348, 703 
888, 923 
1,237,626 
41,377, 000 

1, 237,626 = 3. 08 
40, 139,374 

= 2.99 



The estimates of federally connected children used above are taken from Office of Education records re- 
ported in the fiscal 1968 annual report on F^.L. 815 and P. L. 874. These estimates include some feder- 
ally connected c;hildren that would be excluded under the? Uattelle proposals, but exclude children residing 
in districts that do not claim P. L. 874 entitlements. The total ADA is from NEA's Rankings of the States, 
with the District of Columbia added on an approximate basis. Given these estimates, it seems reason- 
able to peg at 3 percent the implementation of Battelle's approach of paying otily for above average federal 
impact. 
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payment rate times the number of students remaining. While it is inapp. opriate to view the financial 
effects of this recommendation independent of the other recommendations, it should be noted t,hat the 
recommendation alone has major implications for the number and type of districts receiving assistance. 
By using the same weighting of (b) pupils for elegibility as for payment, the recommendation would have 
reduced the number of eligible districts from by over one thousand if applied in 1967-68 (even if the (b) 
pupils were assumed to be a 50 percent federal responsibility) but would have reduced entitlements by 
less than $100 million. In the remaining eligible districts absorption of 3 percent would sharply reduce 
entitlements in those districts that just barely readied the eligibility threshold, but not at all in those 
districts that Educate only (a) pupilS) but no (b) or non-federal pupils. 



POSTAL EMPLOYEES 



The question of postal employee inclusion in impact aid becomes less significant if it is decided 
that absorption and eligibility ought to be based upon national average im.pact. Without absorption, in- 
cluding postal employees is merely a way to raise total entitlements and thus federal aid to education. 
Once the notion of absorbing the national average of federally connected children (and thus focusing the 
program upon heavily impacted districts to a much f^reater degree than at present) is accepted, whether 
postal workers are included is of less consequence. 

Including those postal workers that are distributed close to consistency with population and pupil 
distributions (e. g. , the local mail carrier) would simultaneously inflate (1) the number of federally 
connected students to be counted in most districts and (2) the number of federally connected students that 
would have to be absorbed by approximately the same districts. Thus, including postal workers perform- 
ing local services such as actually delivering the mails would be of no particular benefit or loss to most 
districts. Because including postal workers would simultaneously increase the number of students to be 
counted and would change the percentage that would have to be absorbed (through changing the national 
average federal impact), it would give with one hand and take away with the other. 

A different situation exists for those postal employees that cannot realistically be expected to be 
distributed in proportion to school age children throughout the United States. A strong case can be made 
that the postal employees associated with such centralized functions as regional mail processing are coa- 
centrated in certain school districts, particularly districts serving large cities such as New York, 
Chicago, and Los Angeles. However, the situation in these cities, and others like them, is one of less 
than average federal impact. For that reason a program concentrated upon districts with greater than 
average impact would not provide assistance to these cities even if postal worker.^ were counted. Again 
the question of the postal workers becomes relatively moot except in a few cases where heavy federal 
impact and large postal processing responsibilities may coincide. 



SUMMARY AND CONCLUSIONS 



This chapter continued the development of a recommended formula for impact aid by duggesting that 
the appropriate federal responsibility for (b) pupils is measured by 40 percent of the per pupil contribu- 
tion of the (a) pupils. It suggested that districts that have a high assessed value per pupil should not re- 
ceive impact aid because either (1) the relative wealth may well have been an indirect result of the federal 
impact or (2) the district's ability to support a reasonable standard of education from local sources is al- 
ready high. The chapter developed the concept of paying only for above average impact in any district as 
a conceptually reasonable approach to impact aid and as a way to correct foi the over counting inherent 
in the student counts. 
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’1‘If one wanted to retain payments for all (a) pupils, the payment.s could be made on the greater of this 
number of pupils and the number of (a) pupils. 
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CHAPTER 8: SOME SPECIAL ISSUES 



The purpose of this chapter is to provide detailed consideration of several special issues that are 
important in the context of impact aid but which are somewhat peripheral to the development of the basic 
formula for the distribution of impact aid funds. These issues include (1) the treatment of capital costs, 

(2) the interaction of impact aid and state aid programs, (3) the treatment of Indian education in the pro- 
gram, (4) administrative questions, and (5) earmarking of impact Aid funds. 



CAPITAL CONTRIBUTIONS 



Problems With P. L. 815 



In the long run the approach embodied in Public Law 815 to providing school facilities for federally 
connected children will prove untenable. Signs of the problems are already beginning to appear. The 
basic problem with P. L. 815 stems from its dissimilarity with P. L. 874. The strongest features of 
P. L. 874 and those most appreciated by the recipients of the assistance are 

(!) Low administrative cost and little red tape 

(2) A simple process for determining how much assistance is to be provided 

(3) Discretion of the recipient to apply the funds where, in his judgment, they will 
do the most educational good, resulting in 

(a) No need for project-by-project applications 

(b) Little opportunity for federal control 



(c) No special accounting and reporting requirements 

(4) An on-going level of support that, over time, is intended to ensure that the federal 
government pays "its share" of educational costs as determined through a formula. 



P. L. 815 lacks all of these features. By comparison to P. L. 874 it is quite expensive to apply for 
and administer. As a practical matter the assistance to be provided is determined through a relatively 
complicated set of criteria and, because capital projects are easily deferrable in the federal budget, 

P. L. 815 provides for uncertain levels of support baaed upon a priority system that tends to penalise a 
district that proceeds on its own to provide classrooms for federally connected students. P. L. 815 re- 
quires a project-by-project application and gives the superintendents considerably less discretion in the 
use of funds than P. L. 874. 



While these difficulties are serious, another factor indicates that P. L. 815 cannot ever be a 
permanent solution to the problems of meeting federal impact. Basically, P. L. 815 deals only with in- 
creases in lederally connected students and the costs that they cause. As the years go by many districts 
that have a large portion of their enrollment stemming from federal children will find that the federal 
government's participation in initial school construction cannot be followed by similar participation in 
replacement construction, and there will be no increase in federally connected enrollment upon which 
to base additional P. L. 815 assistance. In an extreme case of a district that had stable and 100 percent 
federal «mrollment, as the schools initially built with P. L. 815 became obsolete and physically unsound, 
the federal government will have no way to participate in the costs of replacing them. 



Solving the P. L. 815 Problems 



In reviewing the concepts of P. L, 815 anti P. L. 874, Battelle early in its research came to the cori' 
elusion that the tumcopts of the two laws were not consistent. This indicated either that P. L. 874 should 
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be placed upon a basis more like P. L. 815 or the reverse. Because of the many desirable features in 
the semi-automatic way in which P. L. 874 operates to cover the costs of federally connected children, 
the task of developing a program to handle capital costs became one of finding a way to adopt the advan- 
tages of P. L. 874 concepts into the capital costs programs now covered by P. L. 815. Conceptually, 
this process is quite simple, as outlined below. 



The Contract Payment District 



Under both Section 6 (federally managed schools) and Section 3 (c) (4) of the present law, districts 
receive an operating cost (P. L. 874) payment that is basically a negotiated rate which, conceptually, 
works backward from a reasonable standard of education to the federal payment by subtracting the state 
and local resources available and making the federal payment the residual. These negotiated rates are 
available at the present time only to districts which have 3 (a) students that are 50 percent or more of 
total average daily attendance. Under Battelle's rec:ommended program any district with federal- 
equivalent students (counting the (b) students at 40 percent of an (a) student) would receive their funds 
under tliis provision. We believe that the appropriate method to deal with the capital investment prob- 
lems of these districts is to place federal-capital payments on the same basis as the operating costs pay- 
ments. This would mean that the districts concerned (less than 200) would be in the position of presenting 
both annual operating and capital budgets to the Office of Education and providing information on state 
and local resources available for application to both categories of cost. 



Other Recipient Districts 



The basic payment rate formula recommended by Battelle takes the district's own tax rate and ap- 
plies it to the state average tax base per pupil to determine the basic payment rate per pupil. This 
approach is as valid for capital costs as for operating costs, and combining the two types of cost into the 
same formula removes the administrative c osts inherent in trying to decide in borderline cases what is 
a capital coat and what is an operating cost. 



For example, if a district had a tax rate for school operating purposes of 20 mills, and a capital 
rate of 3 mills (for sinking fund, principal and interest on bonds, building funds or even rent) and the 
state average assessed value per pupil were $20, 000 the local contribution (federal payment per eligible 
pupil) would be $400 for operating costs and $60 for capital costs. While separate accounting of the two 
types of costs would be continued, little administrative effort need be expended in keeping the costs 
separate as erroneous attribution of a cost (e. g. , a major repair) to the wrong category would neither 
increase nor decrease the federal payment. Thus the federal government can be indifferent to whatever 
procedures are in effect in each state for distinguishing capital from operating costs. 



capital contributions to each district would be paid on a current basis — on the same 
time framework as the operating cost payment. The only restriction on the use of the capital funds would 
bp that they be used for capital costs rather than operating costs. * The administrative action to enforce 
this provision would be simple in the extreme - the district would merely have to maintain auditable 
records indicating that the capital cost funds from the federal government were (a) still being held in 



anticipation of future capital investments or (b) had, in fact, been expended for capital outlay purpose 
C.apital outlay purposes would be defined as the payment of rents, the acquisition of sites, the purchai 



of equipment, the retirement of bonds, the payment of principal and interest on bonds, and the setting 
aside of funds in sinking funds designed to retire bond.s. 



s . 

se 



This approach to capital contributions would have the same advantage that a similar approach has 
to operating contributions. U ties the federal payments to the efforts of the individual district. In the 
I ase of a district that received all of its building funds from the state, or a distric t that did not make a 
substantial local effort to provide buildings (e, g, , a district that was not experiencing growing enrollment 
and had already financ.ed its buildings tlirough buildijig tiinds and P. L.. 815) tlie federal government would 
make a .similarly low effort. On the other hand, a district that was undertaking a major building pro- 
gram would tincl that its significant Icical effort would be matc hed by the federal government. 



-An appropriate way of handling differing capital outlay procedures in various states would be for the 

impact aid law to require simply that these funds be used in the recipient district in accordance with 
state law, 
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Under such a program the local communities would never be in a position to abuse the privilege of 
collecting federal funds. Because all districts with more than 50 percent of their average daily attend- 
ance in federally connected children would be in the contract payment category described above, no dis- 
trict would be collecting funds under this section from the federal government that would exceed the funds 
that had to be provided locally. In the example cited above to trigger a payment of $60 per child from the 
federal government, the district would have had to have levied the 3 mill tax upon its own taxpayers. 

This puts the local district's governing bodies and its taxpayers in the position of, in effect, guarding the 
federal treasury against unnecessary expenditures and at the same time triggering federal expenditures 
to the degree that they themselves perceive educational needs to be great enough to trigger local 
expenditures. 

Such a program also puts the initiative back in the place it belongs - the individual school district. 
Under P. L. 815 a district which applies for federal funds is confronted with a substantial waiting period 
even when P. L. 815 is fully funded and a longer, almost indefinite, period of waiting when that legisla- 
tion is not fully funded. The result in some districts has been actually to delay provision of capital in- 
vestments to service both federal and non-federal children. Under Battelle's proposed treatment of 
capital outlay, a district may initiate building program actions at any time it chooses, secure in the 
knowledge .that the federal government will carry its share of capital load - in fact, the same percentage 
of the capital costs in the districts as it bears of the operating costs in the district. 

For the majority of school districts that would receive impact aid funds under the program rec- 
ommended by Battelle, this capital program would operate simply and quite consistently with the financial 
planning and regulations under which the districts operate. Potential problems would be likely to arise 
only in two special cases. The first of these is the rare circumstance where (1) a district has based its 
school facility financing upon borrowing, (2) the state provides for a limitation on bonded indebtedness, 
and (3) that limit has been reached with added facilities still being required to provide a reasonable stan- 
dard of education. 

The second problem could arise (just as it can arise in the operating cost area) when a district finds 
that its local taxpayers would prefer to wait for funding of adequate facilities primarily for the use of 
federal students until the federal government is willing to provide the costs of those facilities. These 
cases are, in our opinion, likely to be relatively rare, but provision can be made to handle them. 

In both cases, the solution mechanism is to provide for limited prepayments of the capital contribu- 
tion rates to districts experiencing these situations. ' These prepayments would be made by the Commis- ' 
sioner of Education upon finding that pne of these two special circumstances existed. The prepayment 
would be paid back to the federal government through reducing the subsequent capital contributions to that 
district out of its entitlements for capital costs in subsequent years. * An example can best indicate how 
this system would operate in these cases. 

A district with 1,000 eligible federal pupils is assumed to be receiving annual federal capital 
contributions at about $30 per federal pupil per year, based upon the district's local effort in servicing 
outstanding bonds. If the district simultaneously wished to construct a new high school (that would exhaust 
its legal limits on bonded indebtedness) and construct an elementary school addition for an expected in- 
flux of 500 now federally connected students, it could do so in the following manner. 

First, it could float bonds for the construction of the high school, perhaps raising its bond service 
requirements by an amount making the bond rate trip^jp the present rate. This action alone would cause 
the federal per pupil capital payment to be increased to $90 per pupil. Without the assumed influx of new 
federal pupils, this increase would mean simply that the federal government was continuing to share the 
coats (both operating and capital) of the school system as it had before, but that the federal contribution 
increased automatically as the costs increased. In effect, a high school is being built to serve the needs 
of both federal and non-federal students and federal and local taxpayers are bearing the costs of that con- 
struction in the same proportion as they bear the operating costs of the school. 

With the need for the elementary school, the district would be permitted to come to the federal 
government and ask for prefunding of the capital contribxitions of the federal government, in order to 
finance the con.struction of an elementary school addition costing, say $500,000. The federal government 
would advance these funds to the district, but instead of paying the district a capital contribution rate of 
$90 times I, 500 pupils ($135, 000 annually), ' the government would keep an amount required to pay back the 

’!‘In the very special case of a district that did not raise significant funds locally for capital costs, it would 
be possible to reclaim the fjinds frorn deductions, from the operating cost payment as well. 
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federal advance within a reasonable period (to be negotiated at the time the advance is made). For ex- 
ample^ ignoring interest for the moment, the district'might receive its capital contribution rate for the 
next five years in two forirls: $35, 000 in actual paymi nts and $100, 000 in the form of reduction in the 

obligation to repay the federal advance. This would n can, in substance, that during that period the 
local taxpayers would be bearing the full costs of the high school and the federal government the full 
costs of the elementary school. At the end of a 5-year period, the federal government would have saved 
$500, 000 by making lower annual capital payments to match the $500, 000 it advanced and the capital 
contributions could revert to theil* normal levels. 



To discourage any potential abuse of this system, it is desirable that the obligations of the local 
district reflect the fact that the federal government does incur interest costs, and that, therefore, the 
local district should be responsible for the interest on the outstanding advances calculated on a basis to 
reflect the costs of borrowing to the federal treasury. Because the school district bonds are exempt 
from federal income taxes o^ interest paid, they will normally be available at a lower rate of interest 
than the federal advances, 't'hus, the district will find it preferable to float its own bonds rather than 
seek advances when it is legiUly permissible under state law to do so. 



Under both P. L. 815 and the proposed new program, the federal government bears the risk of 
sharp phase down of major military installations. This follows automatically in the case of P. L. 815 
because any construction on that program is a grant. In the case of the prepayments under the proposed 
new program, the federal government would be able to get its money back only through deductions from 
continuing impact aid payments to the district. In tlt% case of an installation phasing out entirely this 
would mean that the federal government would have x ) way of retrieving its advances. The federal as- 
sumption of this risk appears reasonable, particularity as any other policy might serve to discourage 
the construction of schools to serve federal pupils. 



As a practical matter the sums involved in this risk are relatively minor because total phaseouts of 
major military installations are relatively rare, and most school systems would not be using the repay- 
able advance feature of the program. A more frequent case could be the reduction in manning levels of 
a particular installation. In such a case there will still be payments to the district and thus the oppor- 
tunity to recover federal costs through deductions from the capital contribution rate. 



Avoiding Double Payments 



As a practical matter, because of massive expenditures of P. L. 815 funds in the 



1950’s, 



special 



construction provisions of earlier legislation and a variety of other federal financing for school construc- 
tion, the federal government may already have met its obligations for school construction in many of the 
districts that have a substantial number of federal pupils. In general, we believe that the federal obliga- 
tion to finance capital facilities should not extend beyond the proportion of facilities required to house the 
federal students in a district. 



It follows that where the federal government has, for example, already funded through one program 
or another, 40 percent of the classrooms in a school district, but federal eligible pupils constitute only 
30 percent of the total enrollment in the district, the federal government should not be obligated to partic- 
ipate in any of the payments on bonds issued in the past to pay for those schools that were not financed by 
the federal government. 



A variety of approaches could be taken to implement this approac h to the obligation ol the federal 
government to a district tliat already has had considerable assistance from the government in the construc- 
tion of school buildings. In general, the more these methods seek to give prec ise outputs about federal 
obligatitm the more administratively burdensome they bec ome. Recognizing this fact, we have adopted a 
relatively simple formula for taking past federal contributions into account. The elements of this formula 



are: 



(1) Where the federal government has never participated in providing buildings in the 
school district, the federal government sliares in caj^ital costs in the same manner 
as it does in o])erating costs - this is the basic formula advocated by this section. 



^^The Treasury Departinent makes annual calculations of Ihi.s intercist rate for use in a variety of federal 
programs. The best formula seems to involve the use of the yield in the preceding year of outstanding 
long-term federal obligations. > 
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(2) Where the federal guvernment has provided a greater proportion of the total class- 
rooms in the district than the proportion of eligible federal pupils (counting the (b) 
students at 40 percent) is of all pupils, then the federal government will make its 
contribution based onl(y upon that portion of local capital levies used to finance 
capital outlays initiated after the enactment of the new formula. This would mean 
that in a district where the federal government had already financed more than its 
share of construction, the capital contribution rate would initially be zero, but 
would slowly begin to build as the districti.,began to incur new capital obligations, 

•77 

r 

(3) Where the federal government had provid d funds for the construction of some 
school facilities, but less than the federal- .share as determined above, the 
federal government would share in the costs of past capital outlays in proportion 
to the unmet obligation of the federal government and would share in new capital 
outlays under the basic formula. 

Obviously regulations would have to be issued by the Office of Education to define the ground rules for the 
termination of what classrooms would be counted to determine the past federal t ontributions. 

The operation of the third of these provisions can easily be shown by example. Suppose that the 
federal government had financed EO percent of the classrooms in a district, but that federal students 
accounted for only 30 percent of the school district's average daily attendance. This would indicate that 
past capital outlays had been financed as follows: 

Amount that should have been federally financed: 30 percent 
Amount that was federally financed: 20 percent 
Amount that was not federally financed: 10 percent 

Amount that should ha.ve been' locally financed: 70 percent. 

In this situation the federal government should assume responsibility for 30 percent of any new capital 
obligations incurred by the district. However, to pay 30 percent of the debt service on old obligations 
would overpay the district, but to pay nothing would underpay it. The solution is for the federal govern- 
ment to pay a fraction of district past capital costs by paying a fraction of those costs equal to: 

Percent that should have been federally funded but wasn't = 10 percent 
Percent that was locally financed = 80 percent 

Thvis the federal government should pay one -eighth of all past capital outlays still covered by current 
costs and 30 percent of all new capital outlays under the regular impact aid formula. 

Reverting to an earlier example, if the district had a three-mill tax level at the present time for the 
prejjayment of debt incurred to build existing schools, the capital contribution rate would be the three - 
mill ta.\, times the state average tax base per pupil times one -eighth. The contribution rate for a new 
levy of one mill for further construction would be the one-mill tax times the state average tax base per 
pupil. Thus the total federal contribution would simply be these rates times the number of eligible 
federal pupils in the district. 

As the years go by, the districts will have retired their debt based upon earlier bond issues (and 
may have phased out some of the federally constructed classrooms) with the result that the federal govern 
ment will be making payments under the basic formula only. 



Costs of the Approach 



111 con .s ide ring the co.sts of this approacli to capital outlays, it is important to determine to what 
the proposed program is being compared. In all probability the proposed capital contribution approach 
' would bo less expensive than the current P. L. 811 prog ram in the near te rm (e.g., fiscal years 1971 -75) 
assuming tliat all eligible districts were to be paid under P. L. 815. This difference arises primarily be- 
cause (lie capital cost program would be tied to the proposed operating cost program wliich because of its 
more stringent eligibility and absorption provisions rediu-es the number of pupils upon which entitlements 
may be based. In tlie longer run, however, the cost.s of the current I*. L. 815 program should drop 
sharply bceaiuso the program would have met most of tlie i o.sts of increased federal enrollment in most 
districts, and P. L. 815 makes no provision for dealing witTT replacement of facilities. 
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On the other hand, there can be little doubt but the capital outlay approach recommended in this re- 
port would cost considerably more than the rcughly $15 million annually available in recent years for the 
funding of P. L. 815. Whether this comparison is relevant in terms of the burden of the federal govern- 
ment upon school districts is, however, doubtful as the current levels of funding of P. L. 815 fall far 
below the amounts necessary to meet the net burden of federal installations, no matter how restrictively 
that burden is calculated. 

One reasonable approach to the capital outlay question is to say that, over time, the federal govern- 
ment's contributions to capital costs should bear about the same relationship to operating cost contribu- 
tions as, on a national average, capital costs bear to operating costs. This would indicate, in fiscal 
1971 for example, that the capital cost outlays for impact aid should be on the order of 10-15 percent of 
operating cost outlays. With payment of full operating cost entitlements under the present P. L. 874 
(excluding public housing) likely to exceed $700 million in fiscal 1971, this would imply that a reasonable 
capital cost would be on the order of $70-105 million, assuming the validity of the present P. L, 874 pro- 
gram concepts. 

The costs of Battelle's proposed program would be sensitive to a number of factors that present 
great estimating difficulties. The first of these is the extent to which the federal government has already 
met its capital cost obligations in many recipient districts. Although we have no national data upon which 
to base this estimate, there appears to be a high probability that the fiscal 1971 capital contribution rates 
would average a very low per pupil cost. The federal government under P. L. 815 has already provided 
housing for an estimated 1,900,000 pupils.* This compares to a total of some roughly 2,600,000 pupils 
claimed in eligible P. L. 874 applications in the same fiscal year (1968). Many of the eligible federal 
pupils for which P. L. 815 has not provided housing will be found in the nation's largest school districts — 
districts that generally would not be eligible for assistance under the program proposed in this report. 
Naturally, some of the housing provided by P. L. 815 is now located in places that may no longer be 
eligible for assistance, but the relative similarity of the pupils housed by the present program and total 
eligible pupils indicates that a higher percentage of facilities in heavily impacted districts have been 
constructed under P. L. 815. Inclusion of facilities constructed under other federal programs would 
indicate even smaller residual federal responsibility for previously constructed facilities. 



STATE AID AND THE OFFSET OF IMPACT AID FUNDS 

i ‘ 

Background 



Every state in the United States provides some form of state assistance for elementary and second- 
ary education. In many cases these programs are quite specialized, providing, for example, for the 
special costs of transporting school children, for textbooks, for vocational education (with federal funds) 
and for similar fairly narrow purposes. In other cases states provide a flat per pupil grant to all of the 
districts in the state regardless of the program maintained or the local ability to finance school 
programs. 



Practically all states have moved beyond these limited efforts into more comprehensive programs of 
state support. States that adopt these programs generally utilize formulas that seek to calculate two im- 
portant variables: (1) the need for educational funds in each district and (2) the ability of the district to 

supply those funds through local taxes. Such programs have been adopted by the states lar;jely in response 
(o the sharp disparities that have developed between districts in the same state Mint have markedly dif- 
ferent ability to support education through local taxes. Tl\ese dispafitic s are prima . jly i aosed by the 
fart that the property tax base per pupil tends to be quite high in boine dist.riiTs iioi- example, district.^ 
in whi h high-value industrial property is concentrated), but quite loe. in others. 



I'he formulas used to calculate state aid diiiei substantially .iinung (he siatuu, ,).irti cu 1.? r ly in t.hf 
methods used to calculate what constitutes a mininium level of "needs", the extent to whicii ioeal rc 
sources are required to be offset against that need, and in the way in which local taxpaying ability is 
calculated. 



Until very recently, impact aid legislation was silent on the issue of wliether the states might take 
the impact aid payments into account in deterniining state aid i)ayments to districts receiving impact aid. 



*U.S. Office of Education, Administration of Public Laws 81 -874 and 81-815, Eighteenth Annual Report 
of the Commissioner of Education, p 171. 
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Some states responded to this situation by developing formulas for state aid that reduced state aid by 
an amount equal to all or some part of the federal impac; aid payment. - 1 he effect of such action was 
to reduce the funds that would otherwise be available to impacted districts and to reduce by a corres- 
ponding amount the costs of the state aid program. Many other states choose to take no action take 
credit for the federal payments in their state aid distrib\itions . 

As might be expected, reductions in state assistance as a result of federal assistance were opposed 
by the impacted districts. Those districts sought to prevent such actions through court action and by 
seeking legislative relief from the Congress of the United States. In general, the districts were rela- 
tively successful in the Courts in winning their cases based upon either interpretations of state law or 
the legislative intent of the Congress in adopting impact aid. These court decisions do not limit the power 
of Congress to make any decision it chooses on whether to allow states to offset the impact aid payments. 
However, to the extent that they rest upon interpretations of state law, such decisions can mean that some 
states w(^ld be unable to take the impact aid payments into account in calculating state aid even if Con- 
gress we?'e to periuit them to do so. It should also be noted that many states might well not take sUch 
payments into account for political or policy reasons even if permitted to do so. 

The quest by the impacted districts for relief from the Congress resulted in the enactment trf a pro- 
vision in P. L. 90-576 that, in substance, cuts off impact aid to all districts in any state that uses impact 
aid to reduce payments under state aid laws. That legislation provides: 

"No payments may be made during any fiscal year to any local educational ageryty in any 
State which has taken into consideration payments under this title in determing the eligibility 
of any local educational agency in that State for State aids (as defined by regulation), or the 
amount of that aid, with respect to free public education during that year or the preceding 
fiscal year, or which makes such aid available to local educational agencies in such a manner 
as to result in less State aid to any local educational agency which is eligible for payments 
under this title than such local educational agency would receive if it were not so eligible. " 

This provision, which is now being implemented, has caused the states to rewrite their state aid 
formulas to refrain from taking P. L. 874 payments into account. The remainder of this section con- 
siders the effects of that action and possible alternatives to it. 



Relationship of Equalization Programs and Impact Aid 



As noted earlier in this report, the basic Rationale of federal impact aid payments is that the 
federal government may cause an influx of pupils into a school system without providing a corresponding 
increase in tax base. The result of such action is to reduce the district's tax base per pupil and, without 
impact aid, to require the district either to reduce per pupil expenditures (thereby shifting the burden onto 
the students) or to increase taxes (thereby shifting the burden to the local taxpayers). Thus, impact aid 
tends to channel assistance toward districts that have a low assessed value (tax base) per pupil-'*, re- 
sulting from the fact that the federal government can, and does, introduce pupils into a district without 
causing proportional increases in the district's tax base. Some state aid programs — the ones we are 
calling equalization programs - do take the tax base of the district into account. Those programs, to 
lesser or greater degrees, tend to provide more assistance per pupil to districts with a low tax base 
per pupil than to districts with a high tax base per pupil. 



A Standard Form State Equalization Formula 



To illustrate the relationship between impact aid and equalizing state aid Battelle has constructed 
a typical state equalization formula shown below: 



®y ^965, the folUiwing states had taken such uctHui: Alaska, California, Maine, Nevada, New York, 
Oregon, Rhode Island, South Dakota, Utah, Vermcjut, Virginia, Washington, Wisconsin and Wyoming. 
**And toward many districts that do not. 
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(E) (N) - (T)(V) - S where E - the base education program expressed in terms of dollars 

per ADA 



N - the number of students expressed in ADA 

T = the stipulated laiiiimum effort tax rate expressed in mills 



V = the tax base expressed in units of thousands of dollars 
valuation 



S = the state equalization payment expressed in dollars, 



The first term of the formula established what many states call a minimum support level, a level 
of education that the state will guarantee to every district in the state provided only that they make some 
minimum tax effort. The calculation of this minimum support level is frequently a complex exercise 
that takes into account the educational background of the teachers in the district, their years of experi- 
ence, the number of special education programs provided and other variables. However, in substance, 
such calculations can be understood by asauming (as t\e above example does) that the result of such 
calculations is roughly equivalent to guaranteeing a m nimum per-pupil cost. Thus, in the example, the 
minimum program could be $400 per pupil. 



The second term of the formula established the proportion of the minimum program that should be 
financed from local sources. In many states this consists of taking a minimum tax rate and multiplying 
it by the actual tax base. In other states the local support requirement is calculated by the use of an 
economic index. The amount of the state aid is derived by taking the costs of the minimum support pro- 
gram, subtracting the amount that should be raised through local sources, and paying the remainder 
from state funds. 



The main impact of such formulas for. present purposes is that they tend to increase state aid where 
tax base is lower and to decrease and ultimately eliminate state aid when the district's tax base is higher. 
When applied to a district that had no tax base (because it was a military base), the formula would indi- 
cate that the full costs of the minimum support program should be paid by the state. 



The Effect of Preventing Offset 



In the extreme case of a school district cotermenous with a military base and having essentially no 
local tax base (there are several such districts in the United States), the interaction of state equalization 
formulas and federal impact aid formulas will preseflt a difficult problem if neither one offsets the other. 
Specifically, the state equalization formula will result in a payment to the district that represents the 
per pupil costs of the minimum state program - say $400. 00. The federal impact program will result 
(if the federal government p*iys full per pupil costs) in a payment approximating reasonable per-pupil 
costs - say $600 per pupil. The result would be a standard of education of $1, 000 per pupil - an 
obviously unsatisfactory conclusion from the standpoint of all those concerned except the district receiving 
the windfall. 



It is the above situation in less exaggerated form that has caused states to wish to take the impact 
aid payrrients into account in their equalization formulas, •i' While the less exaggerated situation is much 
more complex, such a situation must be understood in order to deal intelligently with the issue of the off- 
set of impact aid payments in state aid formulas. An example of such a situation follows. 



An Example of the Problem 



Perhaps the simplest reasonable exaniplo ot the ii\te faction of equalization fortiiulas and im]>a<.:t aid 
payments can be shown through the mechani.sni of taking a district without federal impact and showing the 
effects of adding a federal impact composetl of tlie addititjn of pupils in military base housing to the enroll- 
ment of the district. Such a change presumes no change in the tax base of the district. Tlie relevant dis- 
tr ict c haracteristics are shown for the situation before Ihe, federal impact and after it. 

jrovides unnecessary assistance (windfalls) to 



'J'Some states have, in effect, considered that P. L. H74 
districts that should be shared with the states aj>d have (riod to offset all or part of the impact aid pay- 
ments on that basis. 
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TABLE 8. 1, AN EXAMPLE OF A RECIPIENT DISTRICT SHOWING 
STATE AND FEDERAL AID 



Item 


Before Impact 


After Impact 


Students (ADA) 


1, 000 


1, 300 


Non-fede ral 


1, 000 


1, 000 


Federally connected 


0 


300 


Tax base (assessed value) 


$10, 000, 000 


$10, 000, 000 


Tax base per pupil 


$10, 000 


$7, 680 


Tax rate as percent of base 


3% 

(30 mills) 


3% 

(3 0 mi lls ) 


Tax revenues, total 


$300, 000 


$300, 000 


Tax revenues per pupil 


$300 


$230 


Local contribution rate 




$300 


Impact aid payment 




$90, 000 


Total local revenues 
(local tax plus impact aid) 


$300, 000 


$390, 000 


Local revenues per pupil 
(including impact aid) 


$300 


$300 



Source: Invented by Battelle. 



In this example the ixiipact aid payment has been set at a rate that exactly leaves the district whole 
as a result of the federal impact. In a more typical case the federal activity would probably stimulate 
some iricrease in local tax base and the impact aid payment might be different, but the example as it 
stands is sufficiently precise for the purposes intended. 

In the example, the federal impact aid leaves the local revenue situation of the district unaffected 
by the federal impact. The district still gets the same local revenues (including the impact aid payment) 
after the impact as it got before on a per pupil basis. Assuming that state aid remains'constant on a per 
pupil basis - say at a rate of $250 per pupil, the resulting expenditure per pupil would continue to be 
$550 per pupil, just as before the federal impact took place. To the extent that the federal aid compen- 
sates accurately for the additional burden, no increase in per-pupil state aid is necessary . 

Now assume the rare case where the state minimum support level is the same as the per-pupil 
expenditures of the district, and the district levies only the minimum tax required to participate in the 
state equalieation program. In such a case the state would be guaranteeing a minimum support level 
of $550 per pupil to the district. The state's payment would be the minimum support level ($550) times 
the district's ADA, minus the local tax revenues. In the exal^ple, even without impact aid, the state's 
payment to the district would rise by exactly the amount necessary to provide $550 for the federal pupils 
and leave the district in the same position it was before the federal impact. To the extent that the state 
aid compensates accurately for the additional burden, no increase in federal aid would be necessary . 

Thus in the extreme case of a state equalization formula that reflects the full per-pupil costs of a 
district and requires only the levy of a minimum tax that is the same as that levied by the district, the 
.federal and state aid programs would exactly duplicate each other. In the example, if the federal aid did 
not take the state aid into account and the state aid did not take the federal aid into account, the district 
would have a windfall of $90,000 or about $70 per pupil (including federal and non-federal pupils) from the 
federal impact. 

In a less extreme case tlie windfall is smaller (b\it still significant) because the per pupil costs of 
the district are higher than those provided by the state minimum standard as a re.sult of a tax levy (rate) 
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in the district that exceeds the state minimum necessary for participation in the state equalization aid 
program. For example, assume that the minimum support level in the example were $400 instead of 
$550 and that the tax rate considered in the state program was 15 mills rather than 30 mills. This would 
still indicate state aid of $250 per pupil in the case before the federal Impact, but the increase in state 
aid for the federal pupils would not be $550 times 300 as in the first example, but instead would be $400 
times 300. As a result the district, without federal aid at all, would find it had a shortfall of $150 times 
300 or $45, 000 as a result of the federal impact, net of the state aid change. Without federal aid the 
district would have to increase its tax rate to raise an additional $45, 000 or reduce its educational pro- 
gram costs per pu jil to save the $45, 000. In this example, tlie windfall to the district stems from the 
fact that the federal impact payment of $90,000 overpays, because the burden is only $45,000. Viewed 
another way, the windfall to the district results from an overpayment of state aid. 



The Solution 



The solution to this problem of overpayments is either to allow the state to take the federal pay- 
ment into account or to allow the federal government to take the state payment into account. Because 
allowing the federal government to take the state payment into account to reduce federal aid might dis- 
courage states from adopting equalization formulas, it is desirable to consider allowing the state to take 
the federal payment into account in the type of case presented in the examples. 

Yet, as the example shows, the federal government thould not allow the state to offset the full 
federal payment. If that were done in the example, the state would be offsetting $90, 000 when the wind- 
fall to the district from the double payments would only have been $45, 000. 

The resolution of this difficulty is to treat the P. L. 874 payment conceptually as an addition to the 
local tax base that is considered in calculating the local support requirement in the state aid calculations. 
In the case of the foundation type formula considered in the example, one can "capitalize" the P. L. 874 
payment by using the districts' own tax rate to determine what tax base would be equivalent to the 
P. L. 874 payment. To produce the same result in the example given, the regulations could allow the 
state to offset a proportion of the P. L. 874 payment measured by the proportion that the minimum levy 
represents of the district's total tax rate. For example, a state might use a minimum levy for foundation 
formula purposes of 1 0 mills, but a particular district might be levying taxes at 20 mills. Conceptually 
the P. L. 874 payment is a matching of local effort: namely, (1) the local effort represented by the 
proceeds of a 10-mili tax - where the state will make up any tax-raising deficiencies in the local dis- 
trict and (2) the additional effort component of the additional lO mills where the state guarantees nothing 
to the local district because the additional levy, by definition, takes tl^e expenditures in the' district above 
the minimum support level in the foundation formulas. From the above reasoning, it is clear that states 
should be allowed to offset impact aid payments in some situations if impiict aid continues to be provided 
under P. L. 874. 

We find that the effects of the prohibition against offsetting of P. L. 874 payments tend to reduce the 
effectiveness of attempts by the states to provide relatively equal educational opportunities with limited 
state funds and to discourage states without equalization formulas from adopting them. ** For that 
reanon recommend that the prohibition against offsetting be relaxed to permit states - should they 
choose to do so - to treat the P. L. 874 payments as an equivalent increase in local tax base within the 
context of any formula that uses local tax base to determine the size of state aid payments. Because of 
the complexity and variety of state foundation formulas, this general rule will require some administra- 
tive interpretations to deal with the complex issues involved. The impact aid legislation should 

establish the basic principle stated above and the application of that principle should be handled admin- 
istratively by the Office of Education in consultation with the affected states and' districts. 

The above recommendations apply only if P. L. 874 is to be continued in its present form. The 
present legislation, as noted in Chapter 6, has the major disadvantage of not taking into account either 
the tax effort of the district or state aid. Thus, if the present law is to be continued - and either states 



*The Stanford Research Institute concluded essentially the same thing, as follows; 

"Therefore, we conchule that where the state has a foundation program, witli equalization aid based, 
on assessed values, it is justifiable for the state to tax I’. L. 874 funds into account in determining 
the amount of equalization aid to give. " SRI r('p»)rt, |> 33. 

Washington provides an example of the first problem and New Mexico provides an example of the 
second. 

’i=''‘The types of interpretations are re(i\iirecl al.so under tlie i urrcoit prohibition against offsetting. 
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must conaider thfe federal payments or the reverse in order to avoid uverpaymints - then the only alter 
native is to allow the statos to take credit for some of the federal payments, thereby reducing state aid 
i.-osts . 



The impact aid program recommended in this report does take state aid payments into account 
because the local taxpayers will obviously take such aid into account before voting school taxes. As a 
result, there is no problem of duplicating state and federal payments in the recommended program and 
thufi no need to allow the states to take advantage of the federal payment in state aid formulas. 

Under the recommended program, howevc r, the states do begin to get credit for their contribu- 
tions to local educational programs when the effset of the state aid is to reduce local tax rates to the 
point where the per pupil payment would be less than a stipulated minimum payment. Many states are 
already in this situation. 



THE IMPACT AID PROGRAM AND INDIAN EDUCATION 



The Indian Education Situation 



The American Indian is unique both as to educational needs and as to educational problems. 

Further, no other group of citii^ens stands in precisely the same relationship to the federal government. 
This relationship has been developed out of a history of treaties and laws which gives the United States 
government specific responsibilities for the protection of Indians and their resources. 

Despite ail the special Indian programs and treaties and the other activities of the state and federal 
governments on behalf of the Indian people, the Indian has never attained parity with the general level of 
prosperity achieved by the average American. The social and economic conditions surrounding the 
Indians are decidedly and drastically substandard when compared to those of the general United States 
population. For instance, adult Indians living on reservations are, as a group, only half as well educated 
as other citizens. Their life expectancy i* one-third less and their average annual income is two-thirds 
less. Nine out often Indian homes on reservations are comparatively unfit for human habitation and 
Indian unemployment rates are many times above the national average. All of this points to the conclu- 
sion that the Indian people do not share equitably or perhaps even marginally in the great bounty of their 
homeland - the world's richest nation. 

A recent Congressional study of Indian education provides a thorough review of the Indian education 
situation. *''* The subcommittee making the study concluded that "our national policies for educating 
American Indians are a failure of major proportions. They have not offered Indian children — either in 
years past or today - an educational opportunity anywhere near equal to that offered the great bulk of 
American children. The subcommittee members were shocked at what they discovered in their re- 

view of the Indian education situation. 

In its study of P. L. 874 and P. L. 815 Battelle had the opportunity to visit a number of school dis- 
tricts that provide education to Indian children. Our observations coincide with those of the subcommittee. 

Battelle 's study did not attempt to develop a comprehensive program for dealing with problems of 
Indian education ip the context of its impact aid study. Although we would have liked to develop such a 
program (and would still like to do so), the scope of the impact aid study excluded many important 
aspects of Indian education (e. g. , schools managed by the Bureau of Indian Affairs rather than school 
districts that get impact aid and payments under the ,Tohnson-0 'Malley program), and thus precludeo the 
development of a comprehensive program for Indian odui ation, 

Impact aid reaches Indian pupils througli tlie counting of their parents as living and working on 
federal property when they arc living on reservations or siinilar lands. Because the federal government 
has caused these Indians to bo where tliey arc and bo-cause .states and their subdivisions cannot levy taxes 
on either tlie place of work or the place of residonci! of those Indians, their < ontinued inclusion in the Im- 

pact aid ’program is rc^asonable. * 

':«U. S. CongressT Senate, Special Subcommitteo on Indian Eciiu ation, Committee on Labor and Public 
Welfare, hist Congress, 1st Sess. , Report 91 -501 , iiuiian Education: A Natic)nal Tragedy - A National 
Challenge . 



Pro:>lem 8 Wi th Impact Aid 



There are a series of problems in dealing with Indian education through impact aid. Many of these 
problems are not at all vmique to Indium -impacted schools. Nonetheless, the tendency 9 ! the Indian- 
impacted school to be heavily dependent makes those problems facing all school districts receiving 
874 assistance particularly frustrating. In some districts, for instance, in Tuba City and Chenle School 
districts on the Navajo reservations there is a nearly 100 percent federal impact. Thus, the late impact 
aid payments provide an excessive hardship on these’ school districts owing to the degree to which they 
depend upon these funds for the normal operation of heir schools. 

Not only are the Indian districts heavily impacted, they tend to have additional costs associated 
with attracting teachers to remote areas and extensive transportation operations with exceptionally high 
transportation maintenance costs arising out of the poor roads which the school buses must traverse. In 
some ways the concept of determining the local contribution rate on a comparable district or state or 
nation average works at a disadvantage to those districts concerned with Indians which have these exc' 
tional cost situations because these districts find it impossible to find really comparable districts. 

A further problem associated specifically with Indians, and also of niinor financial impact in the 
context of the total program, is the reliance on the average daily attendance count. For a variety pf 
reasons, the Indian student has a greater propensity toward absenteeism that the typical non-Indian 
student. Thus, the ratio of average daily attendance to the average daily membership is below that faced 
typically in non-Indian schools. The result of this is that given the same membership, an Indian school 
would likely receive a smaller base for entitlement than a non-Indian district. Inasmuch as costs are 
generally incurred on the basis of meinbership rather than attendance, this high absenteeism works a 
double hardship on the district. First, the absentee student has, to catch up on the work he missed which 
adds a burden on the system to educate him *'out of phase”, and second, his absenteeism cuts down the 
entitlement of a school district and thus reduces the financial resources available for his education. 



Public Law 815 



Given the present level of funding of Public Law 815, all school districts, Indian or otherwise, 
are under extreme hardship in that the odds that their needed and justified projects will actually be funded 
are very low. Public Law 815 was designed primarily to reduce the crises of lack of school facilities 
which occurred around defense establishments* Thus, it contained a provision that entitlements would 
be based on a growth in the federally connected school population in the period since 1938. In the Indian 
case, most of the growth in Indian children occurred prior to 1938, and thus Indian districts became 
eligible for Public Law 815 assistance only under the Section 14 provision for assistance for unhoused 
students. The relatively low priority that P. L. 815 associates with Section 14 thus compounds the prob- 
lem of less -than -full funding of P. L. 815* 

Inasmuch as the end of the waiting line has not been regularly funded in recent years, the Indian 
situation is one of not receiving P. L. 815 payments* For many Indian districts, this is a particularly 
unbearable hardship, xhese Indian districts often lack land-owning voters required under some state 
laws to obligate the taxable property which is available for bonding purposes. Thus, the school districts 
of Chenle and Ganado on the Navajo reservation (which have a substantial tax base which could be used as 
a security to obtain bond funding) have been unable to obtain the bond issue because they did not have 
registered land -owning voters. Given this situation then, the school district has no reasonable method 
for financing school construction except through federal and state assistance programs. 

The problem is further complicated by the fact tliat the minimuni facilities required to house an 
Indian school arc not necessarily consistent with the minimum facilities of the state (the standard of pay- 
ment under P. L. 815). For example, the Indian .sclu)t)ls have a greater reliance on manual crafts and 
arts (which require laboratories and worksho] 3 s) than do typical schools, and thus the number of square 
feet recjuirod per Indian child is greater than that required for typical schools. Further compUcatiaig the 
issue is the fact that many school districts educating Indian children provide housing for the teaching 
staff on reservation property. 



Re commendations 



Districts that educate Indian children share with other impact aid recipients many ol the frustrations 
of the current P. L. 874 and P. L. 815 programs. These include uncertainty as to how large the payment 
will be, uncertainty about the timing of the payments that are made, and underfunding of P. L. 815 in 
order to provide greater funding for P. L. 874. These problems would be solved in the Indian districts, 
as well as in other districts, if an impact aid program would be developed that would command the 
general acceptance of both the Congress and the Executive Branch. That consensus (whether on the exist- 
ing program, the program recommended by Battelle, or some other alternative) would solve the prob- 
lems of uncertainty and timing. On the other hand, problems of timing and uncertainty cannot be solved 
in any other identifiable way. 

Of course certain districts could be singled out for first preference in receiving any limited funds, 
just as the present law singles out the Section 6 schools (run directly by the federal government) for fund- 
ing before schools run by local school systems. This approach, however, is not a part of Battelle 's 
basic recommended program becaus^ that program has been constructed with a view of removing any 
unnecessary assistance and, to the degree it is successful, will not provide a program which would make 
the establishment of major differences in priorities a sensible approach. 

By providing for, in effect, negotiated payment rates for districts having more than 50 percent 
relative impact, the Battelle recommendations will permit the Office of Education to take such factors as 
high transportation costs and special costs of educating Indian children into account somewhat in making 
payments to these districts. However, this flexibility will be confined somewhat by virtue of its only 
being available to districts with more than 50 percent relative impact and in its limitation that the com- 
bination of federal, local, and state funds cannot be allowed to bring th(s per-pupil costs of the district to a 
level of more than 25 percent above average state per pupil costs. To handle the problem of a potential 
transfer of Indian children from federally managed Bureau of Indian Affairs schools into local schools 
(and to handle a similar problem in the case of the Section 6 schools) we have recommended that the 
Commissioner be permitted to include potential transfers from these schools in determining the eligibility 
of districts. This will have the effect of allowing the Commissioner to make capital contributions (e. g. , 
for a new school to handle transferred Indian students) in advance of the students being in the local school 
system, and thereby can facilitate such transfers. 

In counting students, the Battelle recommendations permit the continuation of the counting as 3 (a) 
children, the children of Indian parents who are unemployed (distinct from being employed) on federal 
property. This recommendation refh cts a slight "bending" of the impact aid logic to reflect the lesser 
economic contribution of Indian activi..ies to the economies of local areas. Further, for both adminis- 
trative simplicity and to avciid penalialng a school district when unemployed Indians take a job off the 
reservation, the recommendations would abolish the category of 3(b) (1) students and let all such reserva- 
tion Indian children be counted as 3 (a) students. 

For the many districts that educate primarily Indian children, Battelle 's recommendations provide 
for an automatic solution to the problem of lower payments caused by the higher absence rate of Indian 
children. These districts would be negotiated payment districts, where the federal government, in 
effect, guarantees a reasonable standard of education rather than making a particular per-pupil 
contribution. 

Battelle has considered a special problem that arises primarily in the State of Maine through the 
existence of so-called "state" Indians - Indians whose basic treaty rights and obligations are developed 
through treaties with a state rather than the federal government and who live upon property that is owned 
by the state rather than the federal government. We have been encouraged to recommend the inclusion 
of such Indians in the impact aid program on the grounds that these states should not be penalized by mak- 
ing arrangements for Indians rather than letting the federal government do it. This argument has wider 
applicability than does the impact aid program — as, if the argument makes sense, it also indicates that the 
programs of the Bureau of Indian Affairs sliould be extended to such Indian populations. 

In summary, the Battelle reconuriendations would in many ways improve impact aid as a vehicle 
for providing federal funding for the education of Indian i liildren. At tlie same time it should be recog- 
nized that impact aid is primarily a program for dealing with the impact of the federal government on 
school support in areas surrounding military base and other larger federal installations. The program 
can be applied to the Indian student and result in a reasonable level of assistance to districts educating 
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such students, but is certainly no substitute for a more direct approat h tu the Indian education problem. 
We have, during this research, visited a number of districts that are trying very hard to provide adequate 
education for the Indian pupils they serve. Many of these districts have gained by what we have called 
"overpayments" in this report. To develop reasonable recommendations fcjr the nation as a whole, we 
have had to make recomnaendations that would reduce the entitlements of some of these districts. Tjji^ 
result, while definitely desirable to develop a reasonable impact aid program, is not a step in th^^-direc- 
tion of improved Indian education. Such steps, it would seem, have lc>ng been overdvie. Wjie^r^ey are 
made, it should be possible to deal with Indian education directly, rather than somewhat'indirectly 
througli the impact aid program. The best resolution of this special problem and others like it not in- 
volving Indians (e.g. , sudden increases and decreases in federally connected students) would appear 
to be to give the Commissioner of Education certain discretionary authority in special cases of hardship 
caused by federal impact. We leave to the Commissioner the resolution of whether the Maine Indians 
present such a case. 



CONTRASTS BETWEEN IMPACT AID AND OTHER FEDERAL EDUCATION PROGRAMS 
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Many observers suggest that the impact aic' program is not a logical part of overall federal 
strategy for the improvement of elementary and i econdary education. The Office of Education now ad- 
ministers many different programs in elementary and secondary education. P. L. 874 differs from all 
of these other programs in the following respects; 



(1) The P. L. 874 applicant need not specify what he intends to do with the funds 
provided. 

(2) There is no restriction against using the federal P. L. funds simply to reduce 
the amount of local taxes required to finance education. 

(3) The factor that gives rise to entitlements (federal children) need not be the 
object of the expenditure of the program funds. 

(4) No reports on accomplishments with the funds are required or made. 

1 

(5) The funds are not aimed at a specific educational accomplishment (e.g. , a 
demonstration program), nor are they designed to reach a particular target 
group (e. g. , the disadvantaged or special students) nor to deal with a unique 
problem (e. g. , bilingual education or dropout prevention). 

The differences between impact aid and other Office of Education programs do not necessarily mean 
that impact aid is a bad program.- It is entirely possible that there is a need for both impact aid and pro- 
grams of the more targeted type, and that nothing is wrong with either set of programs merely as a re- 
sult of their dissimilarity to the others. 



The present impact aid program tends to reach the same school systems as some other federal 
education programs in the case of the large city recipients of Impact aid. Data provided by the Office of 
Education for Fiscal 1969 indicate that the 100 largest.city local education agencies received about 
$i06 million in impact-^aid payments. These same agencies received almost $300 million from Title 1 of 
the Elementary and Secondary Education Act and amounts from various other programs amounting to less 
than $100 million. Many of these large cities receive impact aid under the provision in current law that 
allows districts with 400.or more federally connected students to claim payments even though they fail to 
meet the eligibility criterion of 3 percent federally connected students as a percentage of total students. 
Other large cities may exceed the 3 percent threshold by a small amount. Practically all of these cities 
would either fail to be eligible for'the propo.sed new impact aid program or would receive quite small pay- 
ments under the new program by comparison to the current one. The exceptions to this statement will be 
the few major cities that owe much of their present <.'hdi'aeteristics to federal activities, for example, 
Washington, D. C. , San Antonio, San Diego, Denver, I'oiT Worth, Long Beach, Oklahoma City, Norfolk, 
Honolulu (State of Hawaii), El Paso, Dayton, Wichita, and Albuquerque. 






However, in the most heavily impacted districts (excepting Indian districts that receive large 
amounts of Johnson-O'Malley and ESEA Title I funds) other federal e.ducational pr<jgrams tend to be a 
minor factor. For example, tlie disadvantaged students tliat form tlic basis for Title I payments are not 
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normally fouhd in districts that serve military depenc ents. Because other federal educational programs 
involve earmarking funds for specific purposes or groups, there is really no substitutability between 
them and impact aid. 




However, there is ■ubstitutability of federal programs possible in the districts that would not re- 
ceive substantial assistance under the recommended impact aid program, but do get substantial impact 
funds now. Because the major change in the entitlements of lightly impacted districts flows from the 
recommendation to pay for above average impact only, the districts most adversely affected by our im- 
pact aid recommendations are those that cam be reached by any program of federal assistance that 



allocates on the basis of total students br, ,ts revenue sharing, total expenditures from local sources. 



IMPACT AID AND SCHOOL CONSOLIDATION 



In general, the impact of P. L. 874 upon school district consolidaticjii will be relatively minor in all 
states. The amounts involved are a comparatively small port m of the total budgets in most recipiert 



districts, and school finance is only one of the elements entering into a decision to consolidate. Most 



frequently consolidation decisions are influenced me Jt strongly by (1) state minimum size and curriculum 
standards, (2) prospects for educational improveme t or cost reduction through consolidated offerings, 

(3) racial and ethnic issues, (4) the potential location of the schools that would be operated by the re- 
organized district, and (5) school athletics. By comparison to these issues, school finance issues stem- 
ming from disparities in per -pupil tax base will be significant, but the P. L. 874 component of the school 
finance issues will not often be particularly significant. 



A minimum of ten federally connected students is required for participation in P. L. 874. For a' 
district that can roach the 3 percent requirement but not the mininium, consolidation with another district 
will promote P. L. 874 eligibility if the combined district would reach the minimum of 10 students and 
would have at least 3 percent of its students federally connected. This factor would only have an impact 
in the case of very small (less than 350 ADA) districts. 






A district is eligible for P. L. 874 if it has 400 federally connected students regardless of the per- 
centage of total ADA represented by these students. Theoretically, P. L. 874 provides an incentive for 
the consolidation into a larger district of districts that do not have the 3 percent minimum, but could 
reach the 400 federally connected pupils through consolidation. However, this impact would be minor as 
even in the most extreme case (400 students and 2. 99 percent impact) the federal funds involved would 
be likely to be less than 2 percent of the district's budget. 
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Except for these extreme and somewhat speculative cases, the present P. L. 874 program is es- 
sentially neutral with respect to consolidation except in the case where a district with P. L. 874 is con- 
sidering merger with a district without it. In this case the combined enrollment may fail to meet the 
3 percent eligibility threshold, in which case P. L. 874 could discourage consolidation. 

Battelle's recommendations, like the current 3 percent eligibility requirement, create a situation 
where a state's entitlements are increased if its federally connected students are concentrated in a few 
school districts. The Battelle recommendations (which provide for no payment on federal pupils up to 
3 percent of ADA) remove much of the incentive to avoid merging a barely eligible district with a non- 
eligible district to create a non-eligible district. Because under Battelle's recommendations the barely 
eligible district gets a very low payment, consolidation would be less dist:ouraged than at present. 

The price of improving one consolidation situation, however, is to worsen another. Because the 
Battelle recommendations deal favorably with the heavily impacted district, they are not neutral under 
circumstances where a small heavily impacted district could be consolidated with a inuch larger but less 
impacted district. However, the situation is not rnurli more sericjus than at present as is shown by tlie 
following examples: 






I. 




(l) If the small district is eligible, hut the larger district fails to meet the minimum require- 
ment for federal connections even after consolidation than neither the present law no r the 
Battelle proposal will provide for payment of the new district. 



If the small district is eligible, but the lai’ger I’listTict i.s not eligible before 
but exceeds i percent after consolidation, the present law provides a greate 
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r incentive 



■I 



I 



I 

§ 



I 











( 2 ) 



8-16 






for consolidation because it wr ,...c the new district to count all federally- 

connected pupils, while the Bu.eelle plan counts only those federal connections that 
exceed 3 percent of non-federul /.DA. 

(3) If the small district and the large district are both eligible the present law is neutral - 
all federal students will be counted in the new district. The Battelle plan is also 
neutral aa the member of federal students in the new district will be reduced by the 
same number (3 percent of non-federal ADA) as in the old districts considered 
separately. 

Because the impact of federal installations tend to spread over a relatively wide area, it is reason- 
able to assume that case 3 above will represent the bulk of school consolidations aftected by both the 
present law and the proposed changes to it. 



EARMARKING FUNDS 



One of the questions put to Battelle as part of the scope of this study was "How are the P. L. 874 
funds being used by the local educatipn agencies? ". The simple answer to this question is that recipients 
use these funds in the same way that they use other genera.l fund revenues such as state aid and local 
taxes. In some heavily impacted districts, the funds are used to defray nearly all of the educational costs 
of the district. In most other districts they are budgeted as a revenue source along with other revenue 
sources in order to reach an estimate of total revenues available. The expenditure side of the recipient's 
budgets deal with such outlays as teacher salaries, maintenance and the like. While total expenditures 
tend to approximate total revenues for obvious reasons, no single revenue source can be associated with 
a particular expenditure category. In some fiscally dependent school districts, the town or county ap- 
proves a school budget before the P. L. 874 payment is known with certainty. In some states this means 
that the benefits from a higher than expected P. L. 874 payment go to the parent municipality or county 
in the form of a reduced obligation to fund the school budget through local taxes. Conversely, a lower 
than anticipated P. L. 874 payment simply increases the amount the local government is obligated to pay 
for. Because of the uncertainty of P. L. 874 payments in recent years and the serious problems of timing 
that have been encountered in making payments some districts where the impact aid pa-yment is a tiny 
proportion of total revenues may use the P. L. 874 pa-yment for special end-of-the-year discretionary 
purchases of equipment or supplies. 

We see nothing wrong with any of these methods of treating impact aid funds. An impact aid pay- 
ment is made because the federal government finds that without such a payment a district would have 
"insufficient" revenues as a result of some federal impact. Northing in that theory suggests that the 
federal government should Stipulate any uses of the funds provided. All of the suggestions for earmark- 
ing of impact aid funds we have heard in the course of this study are, explicity or implicitly, based upon 
the presumption that impact aid is a, politically necessary evil, but as long is we must have it we should 
make sure the funds are used for a good purpose through earmarking them. This report, by contrast, 
seeks to develop a sound program of impact aid payments, thereby hopefully removing the temptation to 
earmark funds through this type of "necessary evil" argument. 



’i'To prevent any impact of discouraging consolidation of heavily impactod small school districts, Battelle 
has reiommcntled a tras-isition clause for mex'gcrs of lieavily inipacfcd distriirts that guarantees, in cer- 
tain narrowly defined cases where the Commissioner uac.s this authority, that the proposed merger would 
not result in a sharp cut-off of impact aid. In the lung run, even with this provision, the federal govern- 
ment's costa are reduced by such mergers. 



CHAPTER 9: THE IS 5UE OF PUBLIC HOUSING STUDENTS 



BACKGROUND 



For some 30 yean, r n e n t has assisted local governments in building public 

housing unit!. Besides encouraging the construction these units the federal government also admin- 
isters a variety of programs such as rent supplement’ and low-interest-rate loans designed to expand 
the supply of safe, decent, and sanitary housing for p. rsons with low and moderate incomes. Under all 

programs, the owner of the housing is normally not the federal government. In the case of public 
housing units, the owners are local housing authorities that finance the construction of the units through 
federal guarantees of payment of the debt service on bonds issued by the local authority. Operating 
costs of the units are usually covered by the rent paid on them, although many local housing authorities 
are beginning to find that their rents are insufficient to cover operating costs. 



Tne fact that the public housing units are not owned by the federal government means that public 
housing differs considerably from the housing which normally gives rise to entitlements under the impact 
aid program. The government housing that gives rise to impact aid entitlements is government housing 
created for reasons ancillary to the pe rformance- of another function. Examples are housing for rangers 
in national parks and housing for military personnel on military bases. For this reason, and because 
the federal government did not own properties directly, public housing has never been counted as a part 
of the federal property used for purposes of calculating P. L. 874 entitlements. 



This situation has been under attack, primarily by representatives of large -city school districts. 
The case which these representatives make can be roughly summarized as follows; 

In many cities, public housing units reflect a substantial portion of the homes of pupils. 

These public housing units are by law exempt from taxation. The payments in lieu of 
taxes made by local housing authorities are first divided among school authorities and 
other taxing authorities, and second are available only in quantities which are clearly 
beloNv the coat of educating pupils who come from these properties. 

This logic, plus the obvious financial significance of including public housing in impact aid entitlement 
calculations produced considerable interest among large -city school leaders in including public housing 
in the impact aid program. 



One approach to the desirability of including public housing in the impact aid program would be to 
ask simply whether or not the districts which would receive such revenues need them, and if the finding 
is "yea" to conclude that any program (of which impact aid may be one) that increases federa 1 payments 
to them would be desirable. The purpose of this study is not, however, to pass judgment on these ques- 
tions of overall policy, but rather to consider the characteristics of public housing as they relate to the 
purposes of the impact aid program. This, in turn, requires analysis of the economic impact of public 
housing on the revenues and coats of school systems. 



ANALYSIS OF BURDEN 



From Chapter 2 it will be recalled that one approach to the measurement of the burden of federal 
activities looks directly at the added costs that the activity imposes upon a school system and subtracts 
any added revenues stimulated by the activity to calculate the appropriate entitlement. This approach we 
have called the service burden concept. In applying this concept to public housing, it is important to 
focus carefully upon the specification of the federal activity involved. 

There can be little question but that the costs of educating the children who live in public housing 
units are (or should be) higher than educating other pupils in a school district. One impact of public 

one area a largo number of school-age children, frequently the children of 
mothers who a ) payments. These children have educational problems 
which are generally conceived to be more serious than iho problems confronted with residents of.pri- 
vately owned housing. 'I'hese children, who are normally referred to as the "disadvantaged", tend to 
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ha ve a higher incidence of health, emotional, and mental problems than those in other income and , 
socioe conoriic groups. In addition, the schools task in the areas of both health and education are mag* 
nified by the fact that somewhat less work is done with these children in the home than is the case for 
the average school child. Under these circumstances there is no doubt that the public housing students 
represent a problem for a school district. 



Under the service burden concept of impact aid, however, these added costs of educating public 
housing pupils are only relevant if they are caused by the federal activity upon which payments are to be 
based. The federal government pays the added costs of a military dependent moved to a school district 
in Texas because the added costs of educating that dependent would not have occurred in that Texas dis- 
trict except for the action taken by the federal government. 



Unless one assumes that the federal government is responsible for all disadvantaged children^** 
then the relevant question becomes: Does the federal public housing program cause all or some of these 

children to be residing in a particular school district rather than some other school district? The an- 

iTy does not have the impact of drawing significant numbers of additional 
Because of long public housing waiting lists in many communities 
resident to get on the waiting list, public housing cannot draw persons to 
a community who wcaild not otherwise be there. Recent migrants may ultimately be housed in public 
housing after having been drawnjto a community by higher welfare payments or presumed greater job 
opportunities, but in that case the welfare payments or the presumed job opportunities, not the public 
housing, are the force attracting the new students. 



swer is that public housing clea 
students into a school district, 
and the need to be a community 



A very limited exception to these conclusions may arise where public housing is made available to 
residents of a particular metropolitan area in a school district different from the district in which they 
have been living. This situation would arise, for example, if a suburban community were to begin to 
construct new public housing units to provide for low income persons formerly living in the central city. 
Predictably, suburban communities have been reluctant to organize housing authorities for this purpose. 



Even if public housing did not directly cause new students to move into a school system, it could be 
argued that new students were an indirect effect of the public housing. If, for example, there were a low 
income housing ’’shortage” and major public housing expenditures tended to make privately owned units 
(out Of which the public housing occupants might have moved) more readily available, perhaps families 
would be drawn to the community by the availability of this housing. However, in any given time period 
the pace of public housing construction in most cities is sufficiently small so that it is difficult to imag- 
ine this effect upon the community’s total housing stock. Equally important, it is doubtful that a slight 
reduction in housing costs in major cities would leave a situation where a family could reduce its housing 
costs by migrating out of such low housing cost areas as Appalachia and the rural South. 



Thus, we conclude that the construction of public housing units does not normally have a signifi* 
cant effect upon the costs of providing education in individual school systems. > 



Public housing may have one relatively minor impact in that it shares with any large-scale resi- 
dential construction activity the impact of changing the location of personnel to be served by schools. 
Frequently, the location decisions made by public housing authorities will not relate to the past planning 
and school construction situation of the school district in which public housing is to be located. Under 
this circumstance it is possible that expenditures may be required for the construction of new schools 
to serve public housing students. On the other hand, new public housing projects may redistribute 
school age children away from crowded schools in the district and toward schools that otherwise would 
not be filled. In any case, this impact is relatively minor as school districts have already made adjust- 
ments to housing units constructed in the past and current housing policy calls for more scattered sites 
rather than the large public housing projects of the past. 



Based upon the fact that construction of public housing does not normally cause students to move 
into a school district, the impact aid principles would indicate that the federal government should not 
bear the costs of educating public housing students except to the extent that such payments may be re- 
quired to offset tax losses. 



In which case the ESEA Title 1 formula should be expanded to include all costs of educating such chil- 
dren, as expanding impact aid fails to cover disadvantaged students not living in public housing. 

'••^^Of the 513 districts responding to Battelle’s questionnaire and having public housing projects in their 
community, only. 47 reported that they had participated in any phase of planning of new low rent public 
housing projects in the past 3 years. 
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Impact on Revenues 



.The Public Houiing Site. When public houeing ie constructed, land is occupied that otherwise 
could be used for some other purpose. It is possible to compare the taxation on the land before the hous- 
ing was constructed with the payments in lieu of taxes paid on the public housing to determine whether a 
achool system has been made better or worse off by the new use of the land. Various comparisons of 
this type have been made in the past. Partly because considerable public housing was constructed on 
land previously owned by local government (and thus tax exempt) these tended to show that the public 
housing payments compared favorably with taxes paid on the land before it was used for public housing. 

Of course, thi.i before and after comparison is not necessarily the relevant one. The real problem 
is to compare the payments made in lieu of taxes on the site in a particular year to what those payments 
would have been if there had been no public housing. This question then raises the speculation of 
whether, had the site not been occupied by public housing, a site might have been used for high value 
industrial property. Jiowever, even this speculative comparison does not exhaust the economic issues 
involved. For example, a site might be used for public housing and thus, preclude its use for indus- 
trial purposes. However, it is entirely possible that the potential industrial user simply located some- 
where else in the same community, in which case the community still reaps the taxes from the industry, 
despite the preemption of the site by public housing". 



The Former Residence. Assuming the most serious possible impact on tax base, suppose that 
when a family moves from a tax paying piece of property to public housing, the entire value of the pre- 
vious residence disappears entirely from the tax rolls and thus that tax on that property is no longer 
available to support the schools. Given this assumption, it has been argued that the revenue impact on 
the school system is to lose the average residential tax base per pupil in the district for every pupil who 
moves to public housing. If calculations are made on this basis it can be shown that the revenue losses 
from having pupils move into public housing is substantial - on the order of $l50-$400 per pupil. Some 
arguments for basing impact aid entitlements on public housing have proceeded on this basis, in effect 
indicating that the federal government is responsible for the fact that public housing pupils do not con- 
tribute average residential taxes. 

The assumption is, of course, false. Public housing families are not average. Eligibility criteria 
for public housing require that these families be substantially below average incomes in the commiijuiity. 
Families do not move out of four bedroom-two bath newer homes and into public housing. These families 
tend to move out of quite poor housing - poor in terms of housing quality and poor in terms of the taxSs 
that can be levied On it. 

A reasonable illustration can be easily constructed. In a Northern city a family moving into public 
housing may well have come frOm one "aparbnent" in a single house that has been broken up to serve 
three separate families. Typically such a dwelling may have a real value (in market terms) of, say, 
$15,000. Its assessed value would be some lower amount, reflecting standard practice of assessing at 
less than true value. With an assessment ratio of 40 percent (as in Cleveland, Ohio) the assessed value 
would be only $6, 000. At a comparatively high tax rate of 40 mills for school purposes this would indi- 
cate school taxes of $240 on the entire property, or some $80 per year for each of the three families. ' 
Assuming two children in the family to move to public housing, the loss of tax would be on the order of 
$40 per child - a figure closer to the payments in lieu of taxes on public housing than to the $200-$350 per 
pupil that would be paid if students were counted as being part of the impacted areas program. 

To check these calculations, Battelle did a special study of residential taxation in New York City. 
With the cooperation of New York housing authorities a residential area (coterminous with an elementary 
achool attendance area) was chosen for study because it represented the prior address of a number of 
New York public housing tenants. The number of public achool students living in the area - all of which 
is privately owned housing - was calculated and divided into the total school property taxes paid by all 
residential property in the area. The results indicated that these property tax payments (including 
properties occupied by fomiliea without any children in public schools') amounted to about $70 per pupil. 

In the real world of assessment practices, it is unrealistic to assume that the movement of a 
family toward public housing will remove the former dwelling from the lax rolls. Even in the extreme 
case where the private housing is torn down, the land remains on the tax rolls. Where the dwelling re- 
mains standing, even if unoccupied, the assessment will not change for many years. 
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In-lieu payments. Respondents to Battelle's questionnaire {that was transmitted only to those dis- 
tricts that now receive P. L. 874 funds) indicated their payments in lieu of taxes from public housing and 
the number of students in public housing when they knew them. Based upon those respondents (account- 
ing for some 922,044 students) the Average per pupil payment in lieu of taxes was $10,33 annually. 



Conclusion 

\ 

The above analysis would tend to indicate that the payments in lieu of taxes made by public housing 
authorities do tend to understatle the probable tax loss associated with public housing projects by an 
amount that is likely to be somewhat less than $100 per pupil. It is probable that these in lieu payments 
also understate the probable tax loss to taxing jurisdictions other than schools such as county and city 
governments. This problem, to the extent that it exists, is therefore a problem involving the interaction 
of public housing policies and local taxing jurisdictions of all types. 

Whether the'se in-lieu payments should be increased is a question that cannot appropriately be 
addressed by this report. In part the question involve4 whether increased in-lieu payments would be a 
more appropriate use of federal housing funds that oth« r possible uses. In part, the question 
involves a series of indirect transfers within the federal budget. If-in lieu payments were increased 
either local housing authorities would have to increase rent (which should over time cause welfare pay- 
ments to rise to meet the added costs for the large percentage of public housing residents that rely upon 
such payments) or the federal subsidy to the authorities would have to be increased. 

The implication of this analysis for impact aid payments is that it would be inappropriate to blanket 
public; housing pupils into the present impact aid program. The cities in which public housing is concen- 
trated tend to have local contribution rates in the neighborhood of $400 per pupil, which would indicate a 
federal payment of $200 per pupil for each public housing child, assuming that unemployed paivn^K^^ere 
presumed not to be working on the federal property. Such a payment would be excessive in termff of net 
burden concepts. 

The payment of a smaller amount, e.g., something less that $100 a pupil, would be possible, but 
it would be more appropriate to make that payment through housing appropriations than education appro- 
priations. The impact aid local contribution rate is geared primarily to estimating the additional costs 
of educating pupils, while the justification for public housing payments would have to be some kind of a 
tax loss concept. 

Another factor worthy of consideration is that the public housing projects have been constructed in 
response to local government decisions to build such projects under ground rules that were known in 
advance to them. In this sense, the public housing impact has not been imposed upon the local area in 
quite the same way that the federal government can buy land and build a new military base without the 
consent of local governments. 

On the whole it would seem that if public housing is to be considered as a federal impact, the pay- 
ments should not be made under the same formula as regular impact aid and probably should not be 
made with federal education funds rather than federal housing funds. This conclusion is fortified by the 
analysis in the following section. 



OTHER REASONS TO INCLUDE PUBLIC HOUSING 



The question of whether impact aid funds should be provided on the basis of children in public hous- 
ing is really a much broader question than whether public housing provides certain burdens of the tyj^e 
that impact aid programs are designed to meet. The Congress, has, in the past, shown considerable 
willingness to accept additional recipients in the impact aid program even when the relationship between 
the additional aid provided and not burden concepts has not always been clear. 
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Under these circumstances it is certainly legitimate 1o consider the overall question of public 
policy of whether it would oe a good idea for the federal government to spend roughly an additional 
$250, 000, 000*^ (the amount required td treat public housing students as 3(b) children) to enhance the 
operating revenues of the school districts which receive pupils from public housing. That is, should an 
increment of federal assistance to schools concentrate heavily in those areas where public housing is 
found? For a variety of reasons it can be argued that it should. 






Aiding Disadvantaged Children 



A very atrong case can be made that disadvantaged children (defined loosely as children tending to 
have a greater than normal concentration of broken homes, low incomes, poor medical care, and lack of 
educational opportunity and stimulation in the home environment) need and deserve greater educational 
efforts than those made by school systems on behalf of children who are not disadvantaged. A strong case 
can also be made that the admission criteria for public housing tend to guarantee that a large percentage 
of the children living in public housing will also be disadvantaged,' Given these two situations, including 
public housing in impact aid is an indirect way to provide assistance for disadvantaged children. 

The difficulty with this approach is that public housing inclusion in impact aid is clearly an inferior 
alternative to other methods of providing educational assistance to disadvantaged pupils. First, impact 
aid funds are inherently not earmarked for specific purposes. Because these funds, conceptually, take 
the place of local taxes there is no rationale for earmarking them for the benefit of any group - the dis- 
advantaged, the advantaged, or federally connected pupils. Because there is no earmarking there is no 
guarantee that funds provided on the basis of public housing pupils would, in fact, be used to benefit 
those same pupils. In fact, given the horrendous fiscal problems of many American cities, there maybe 
some reason to believe that such funds would result in making it possible to increase school taxes less 
than would otherwise be the case, thereby converting them into local tax relief rather than direct assis- 
tance to disadvantaged children. 

If the objective is really to improve the educational opportunities of disadvantaged children through 
federal aid, an obvious alternative to impact aid is a program that has a distribution formula targeted to- 
ward disadvantaged children, rather than children living in public housing. Such an obvious alternative 
would also require that the funds be spent on behalf of the disadvantaged children and that the funds 
supplement local efforts. In fact. Title 1 of the Elementary and Secondary Education Act is designed in 
just this fashion, and would appear to be clearly superior to impact aid as a vehicle for targeting assis- 
tance toward children. 



Aiding Large Cities 
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Many of the nation's most significant educational problems are to be found in our major central 
cities. These problems arise only in part because of the educational difficulties encountered in these 
cities. A significant part of the problem has fiscal roots related to (1) heavy demands upon available 
taxes for municipal services, (2) an increasing percentage of tax exempt property, (3) the failure of in- 
dustry and commerce to locate new installations in central cities - in part related to high tax rates in 
these cities, and (4) a declining ability to provide local taxes for schools resulting from relatively low 
personal income of many residents and increasing (and legitimate) fears of driving industry and com- 
merce out of the cities entirely. To many Americans (including the senior axithor of this report) these 
problems cry for a combination of federal and state actions. However, in the current context the ques- 
tion is not whether these problems exist or whether action should be takeii, but merely whether impact 
aid provides a reasonable vehicle for dealing with them. We conclude that it does not. 

One major difficulty in using public housing entitlements as a method of aiding large cities is that a 
substantial percentage of the federal funds expended will miss the intended target. Public housing is by 
no means a uniquely central city phenomena, Public housing is found in many rural communities in the 
south and in a number of smaller northern communities that by no stretch of the imagination share the 
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’*'This is a rough estimate based upon multiplying the number of non-elderly public housing units by 1.65, 
which appears from Battelle's data to be a reasonable approximation of students per unit, and multi- 
plying the result by half of a presumed average LCR of $400 for the districts with public housing 
entitlements. 
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basic problems of the nation's great cities. These districts would receive public housing payments on 
the same basis as the central cities. This fact alone means that public housing entitlements are a less 
efficient way of aiding central cities than identifying the cities to be aided and targeting a program solely 
for them would be. 



A second major difficulty is that the prevalence of children in public housing is not a good proxy for 
existence of central city problems. Over the past three decades different cities have made radically 
different decisions about public housing. Some have as a matter of policy avoided major public housing 
commitments on the theory of avoiding federal action in what they may have considered to be a local 
matter. Others have seized upon public housing as the cornerstone of local policies for dealing with 
housing and community development. These decisions in the housing field are not related to. either the 
educational problems of the city nor to the financial crisis (or lack thereof) that the city might be facing. 

As a result, the concentration of public housing varies substantially among cities in the United 
States. When public housing children are related to total pupils, disadvantaged pupils, or even to total 
population or tax capacity of a city, it can be demonstrated that public housing children are a poor indi- 
cator of anything that might be a proxy for educational need in the cities. This impact can vividly be 
seen from the data shown on Table 9. 1. This table was constructed from some of the responses to the 
Battelle questionnaire from cities that were able to provide an estimate of the number of children who 
reside in public housing. The estimates of entitlements are based upon this data and the 1967-68 local 
contribution rate for each district included in the table. First, entitlements under the proposed inclu- 
sion of public housing were calculated. Second, these entitlements attributable to public housing were 
totaled for the districts covered. This total was divided by the total number of pupils in the systems to 
indicate what payment per pupil could be made if the funds were used to make such per pupil payments, 
rather than basing payments upon public housing. A similar calculation was made on the assiimption 
that the funds would be distributed on the basis of the number of disadvantaged pupils (using pupil counts 
provided by the Office of Education) in each district. 



TABLE 9. 1. EQUAL-COST ALTERNATIVE PROGRAMS FOR LARGE CITIES 
Amount of Entitlement i"i $Million. 



City 


Include Public Housing 
in P. L. 874 


Pay $10. 87 
per Pupil 


Pay $5 1 . 03 per 
Disadvantaged Pupil 


Los Angeles 


2.8 


7.0(a) 


4.9 


Detroit 


1.5 


3.2 


6.4(a) 


New Orleans 


2.4(a) 


1.2 


1.3 


Boston 


3.9(a) 


1.0 


1. 1 


Louisville 


0. 3 


0. 5 


0. 7(a) 


Long Beach 


0. 5 


0. 8(®) 


0. 5 


Birmingham 


1. 5(®) 


0. 7 


0. 7 


Norfolk 


1. 8(a) 


0. 6 


0. 7 


El Paso 


0. 3 


0. 7^*) 


0.3 


Akron 


0.4 


. 0.6(a) 


0.2 


Nashville 


1. 9(*) 


1. 0 


0. 5 


Total 


17. 3 


17.3 


17.3 



(a) Denotes highest entitlement available to city under the three formulas. 



Source: See text. 



Table 9. 1 shows clearly that the public housing distribution does not correspond at all well with the 
distributions that would result from targeting assistance on the basis of total pupils in large city systems 
or from targeting assistance toward disadvantaged pupils in large cities. The striking disparities that 
result from using public housing as an allocator of assistance can be seen from Table 9. 2 below. This 
table is baaed upon the data used to construct Table 9.1. 
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TABLE 9.2. EXTREMES IN ALLOCATION EFFECTS OF 
AID INCLUDING PUBLIC HOUSING 



Public Housing I^ayment per Student (Payment + ADA) 



Lds Ailgeles $ 4 

Boston 44 

Public Housing Payment per Low-Income ADA 

Detroit ■ • 12 

Louisville '23 

Boston ' ' 185 

Nashville ‘‘ 190 



Source: See text. 



If inclusion of public housing is considered as a way to assist the big cities with educational prob- 
lems, it provides extreme disparities in assistance. It is difficult to find a rationale that would indi- 
cate that big city problems in Boston ard so much worse than those in Los Angeles that Boston should 
receive 11 times as much per pupil as Los Angeles. Likewise it is difficult to imagine that Nashville 
differs from Louisville so much as to justify payment some 9 times as much per disadvantaged pupil re- 
siding in Nashville as in Louisville. These perverse distributions result from the fact that the incidence 
O'^children in public housing is only remotely related either to the total educational problem of large city 
sf^^^t'ems or to the disadvantaged children in various systems. 

^ t ’ 

1 ^ ^ 

: In short, if the problem to be solved is big city education or education of the disadvantaged it will 

-always be both more equitable and more efficient to address those problems directly rather than trying 
to address them through public housing allocations under impact aid. 



Effect on Impacted Districts 



As noted in Chapter 5 it ia a strong recommendat*'on of this report that a program of assistance to 
impacted districts be developed that, by solving the current problems of P.L. 874, will command Con- 
gressional and Administration assent to full funding as part of a coat of doing business for the federal 
government. Such a program should be funded almost automatically, much like payments of interest on 
the national debt. A general program of assistance to large cities through impact aid would convert it to 
being in a competitive relationship with funds for the heavily impacted districts under circumstances that 
might cause leas than full funding for those districts. This impact would be even stronger if public hous- 
ing were added to the current very imperfect P. L. 874 and P, L. 815 programs. 



Effect on Housing Policies 



Inclusion of public housing in P. L. 874 would also have significant effects upon the administratibn 
of public housing programs. The effect of inclusion of public housing in 3(b) eniitlementa would be rad - 
icaliy to alter the balance sheet facing any community in deciding whether to adopt public housing. 

Viewed in the abstract from the standpoint of the school district or a city in which the school district is 
dependent the situation might be roughly this: A family Is currently occupying one portion of a slum 
dwelling, with respect to which taxes are paid out of that family's rent on the order of perhaps $50 to $150 
I per a three -child family or leas than $50 a child. If the community could convert that family from its 
r currently privately owned unit la public housing where impact aid entitlements were available, it would 
' find several phenomena would result, First, the community would receive payment in lieu of taxes on 
the rental payments made for the public housing unit. Second, the school district would receive a pay- 
ment on the order of $200 per pupil which in the example would moan $600 in added revenues resulting 
^ from building the new housing unit. 
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Furthermore, in deciding which familie* to admit to existing public housing units, there would be 
Strong pressure upon local housing authorities to maximize the number of children housed in sSuch units. 

f 

Whether these housing policy impacts are desirable or not is somewhat beyond the scope of this 
study - not because Battelle does, not feel competent to judge those impacts, but because those impacts 
are moat properly considered in relation to the various alternatives available in the expenditure of feder- 
al housing funds. It may be that, for reasons of housing policy, payments in lieu of taxes should be in- 
creased, or special aide payments for school costs should be made to induce suburban districts to accept 
new public housing units. However, if these payments are to be undertaken to further national housing 
policies, they are most appropriately included in national housing budgets. 



SUMMARY 



For the reasons outlined in detail above, there would appear to be no satisfactory reason for broad - 
ing the impacted areas program to encompass children occuping public housing units. If Congress and' 
the Administration are concerned with problems of large city education, they will find that the most 
appropriate vehicles for implementing that concern are outside the scope of a reasonable impacted area 
program. 
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CHAPTER 10: THE RECOMMENDED PROGRAM 



INTRODUCTION 



The preceding chapters of this report have been c ssigned to lay the groundwork for the final rec- . 
ommendations contained in this chapter. This chapter loes not attempt to repeat the analysis of those 
chapters, but does include some discussion of the relationship between the recommendations and existing 
law and a summary comment explaining the basis for each of the recommendations. The basic 
the recommendations is that of draft'legislation to replace the current P. L. 874 and P. L. 815. This 
vehicle was chosen so that thc'predise impacts of the recommendations can be related to existing legisla- 
tion. Despite this format,'- it should be understood that the following pages are not intended to represent 
a complete draft bill, as they make no attempt to handle the many circumstances where there are cross 
references between P. L. 874'and other federal education legislation. Further, these recommendations 
do not deal either with the' pin-point or major , disaster provisions of the present legislation. Under the 
Battelle recommendations, those provisions ^ould be separated from the legislation dealing with impact 

aid. 



THE RECOMMENDED PROGRAM 



Section 1; Declaration of Policy 



In reco gnition of the responsibility of the United ^4tates for the i mpact which certain federal activ- 
ities have on c ertain local educational agenci^iTThe Congress hereby declares it to be the policy, o ^ 
United S tates to provide financial assistance (as set forth in the fo l lowing sections of this act) for thpse 
local educational agencies upon which the United States has placed financial burdens. 



This language is similar to that currently found in P. L. 874, but has been shortened by the exclu- 
sion of specific discussion of the nature of the burdens imposed by the federal government, federal 
activities can have positive, as well as negative, impacts upon a local education agency. Rather than 
attempting to change the current Section 1 discussion to reflect the multiplicity of concepts of burden 
described in this report, the language stops with a simple declaration of federal policy to provide a pro- 
gram of federal assistance to local educational agencies upon which the United States has placed 

financial burdens. 



The current Section 1 of P. L. 874 indicates federal responsibility for the impact of federal activ- 
ities on local educational agencies "in the areas in which such activities are Carried on". In fact, the 
current program and the Battelle recommendations would aid many school districts that ^eograp 
cally remote from the area whore federal activities take place. The current program and the Battelle 
recommendations allow a district to claim as federally connected children those of uniformed military 
personnel, oven though they may bo stationed overseas, or. within the United States but far away froin 
the district educating the children. To conform to this practice, the recommended declaration of policy 
drops the words "in the areas in which such activities are carried on". » 



Section 2: Eligibility for Aasistanco 



(A) Any local educational agency shall be eligible for assistance under this Act with r espect to any 
year in w hich the 'number of equivalent federal pupils in average daily attendance equals or ^eeds three 
nf fnfal average daily attendance of th at local education agency. Equivalent federal pup iLs 
•hail be defined as (1) the number oT pupil^i who reside with.paren ts on federal property and (2) fgr^. 
percent of pupils not residing o'^Tf^eral property who have one or more parents wo rking on federal 
property or on active duty in the uniformed sorvicee (as defined in Section 102 of the Career Compens a^. 

tion Act of 1949. 



O 
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This provision would, in substance, continue the methods for determining federally connected 
students under current law. Under current law (Section 3(a) of P. L. 874) pupils upon which the full local 
contribution rate is paid are required to be both resident on federal property and to have a parent (iither 
employed on federal property or in the uniformed services.. The recommendations libera.lize this 
category by requiring only that the pupil resides on fede'ral property. The practical effect of this change 
is small as government agencies do not normally provide housing on federal property except -for federal 
employees. • The limited exceptions primarily involve Indians who work off the reservation (which is 
defined as federal property). The proposed change would eliminate the category of 3(b) (1) students from 
current law by allowing full payments with respect to such students. The cost of this change is not likely 
to exceed two million dollars aiinually.. The change will simplify administration of the legislation and ^ 
relieve an inequity associated with the administration of current law as applied to unemployed Indians ' 
living on reservations who find employment off the reservation. 

The provision would .also continue to include the pupils counted under Section 3(b) (2) and 3(b) (3) of 
the present law, but would combine the two categories of students. Under present law the federal prop- 
erty upon which the parent is employed must be "situated in whole or in part in the same State as such 
agency or situated within reasonable commuting distance from the school district of such agency". As a 
practical matter it is difficult to administer a cut-off of pupils where the parent works on federal property 
outside of reasonable commuting distance as to do so would require data on the distance between each of 
the 4, 000 plus districts covered by the program and each of about 6, 000 separate properties upon which 
parents work. The costs of acquiring these 24 million items of data do not merit the savings to the , 
federal government involved, and in fact these data are not available to administer the current ^provision. 
As currently administered the practical impact of the commuting distance limitation is to avoid ).paynients 
based upon pupils whose parents work on federal properties outside of the United States unlo'ss such 
parents are in the uniformed services. The impact of dropping the commuting distance exclusion v/ill be 
to allow pupils to be claimed whore the civilian parents are temporarily working on federal property as 
a result of construction projects or assigned on federal property overseas. Thus, the recommendations 
would apply the same rules for civilian employees of the federal government as are now applicable to 
military employees. Economically, the impact of the two groups is the same. Xf the parent were not 
working for the federal government it seems reasonable to assume that he would (a) be working for a 
private employer where his children live (thus generating tax revenues on the place bf employment) or 
(b) working for the federal government where his children live (thereby generating impact aid payments) 
or (c) working and living at some other location (thereby relieving the school district of the necessity of 

‘ educating his children). Because of the difficulties in administering the conamuting distance exclusion, the 
impact of dropping it would be quite small. 

I 

The provision adopts the principle of using the same approach to the (b) pupils in the eligibility 
criteria as is used in the payment formula. Current law considers the (b) pupils to have the same im- 
pact as (a) pupils for the purposes of determining eligibility but considers the (b) students to be half a 
local responsibility and half a federal one for the purpose of making payments. Further, the provision 
reflects the recommendation that the payment rate for (b) pupils be reduced to 40 percent of the rate for 
(a) pupils. 

The effect of the proposed change in eligibility will be to make no change in current law for those 
districts claiming on the basis of (a) pupils but to tighten substantially the eligibility provisions for those 
districts claiming solely upon the basis of (b) pupils. The change will cause a striking reduction (over 
1, 000) in the number of districts eligible for assistance but a smaller reduction in total program costs, 
because the districts affected by ii tend to be those with low entitlements. This change will have its 
most pronounced effects upon the many districts that claim entitlements upon the basis of a small percen- 
tage of its parents who commute to work on military installations located a significant distance from their 
residences. For example, some federal installations give rise to entitlements in nearly one hundred dif- 
ferent school districts. For the few school districts located near the installation there is a reasonable 
presumption that many of the federally employed parents moved to the district because of their federal 
employment. On the other hand, for the remaining districts the most likely situation is that the parents 
were (and would be) resident in the district before obtaining federal employment but decided to improve 
their incomes by accepting federal employment. In such a situation the federal government does not 
cause the students to be in the school district. In these situations a relatively tight eligibility criterion 
serves as one of the ways in which the recommended program counteracts the inevitable overestimate 
of federal burden upon school districts that is inherent in the student count methods, 

A second important reason for the proposed change is to confine the impact aid program to those 
districts that have more than an average federal impact. The 3 percent eligibility threshold was deter- 
mined by calculating the percentage of federally connected students (counting the (b) students at 




BATTELLE MEMORIAL INSTITUTE >- COLUMBUS LABORATORIES 



10-3 



f\ fViiif Av«rv district in the United States would have if the federally connected atadents were 
a^ong aU districts in tatlfstHfuir 

rrurfi r“/it: i?:t‘ridtr:’;r:^ - sa.e .tai ot .nds 

on t;he basis of federally connected pupils. 

The recommended program thds targets federal impact money specifically to those districts ex- 
periencing an above average federal Impact, and only to those districts. 

The current legislation allows an exception to its eligibility provision of 3 percent federally 

students) While the educational problems of large cities may well justify some program ponomic 

fBsist^nce the appropriate vehicle for that assistance should not be a program based upon the economic 
r » of f«dBraWnstLlationB. This conclusion is fortified by the fact that large cities (but not other 
P?L.'^874 recipieijtlm) have been experiencing considerable difficulties in administering the student coun s 
for the reasons described in detail in Chapter 5 of this report. 

Currant law roquiro. at least ten federally connected students for a district to be eligible. TMs 
provision U dropped In the recommended program but its effect of avoiding very small 
district is achieved through the operation of a minimum payment provision in another section of the 

re commendation® . 

For a district iust barely reaching the 3 percent minimum, current law creates a situation of full 

payment for all pupils but reverts to no payment for any pupils of'p T 874Tllows™lTgMUty 

r« -ntr Vftar To avoid the effect of such sharp changes, Section 3(c) (2) (B) of k'. U a (*k aiiows exigionivy 

to districts'not meeting the minimum requirement if the district met 

fiscal year. Battelle's recommended program obviates any need for ‘VP® ^ r^.r^atadents 

federal payments would be based upon those pupils exceeding 3 percent 

Thus a district on the borderline of being ineligible would be receiving only a sm..ll payment. 

(B1 No local educational agency shall be ent itled to any payment under this Act for any fiscal jr jH 

.!L !:.uuiica Hen therefore, submitted ' K ough the state edu cation al agency »!?<! l‘l , °d 1” 

the commissioner, which appllcal lon give, adeguati; assurance timt^aj o^Lf^ 
ffi;;;a:~ d.ncv will submit .uoh reports a. the Comm l sslonet may reasonably require to adminis e _ h _ 

proviaioKS oi this Act. 

This recommendation is slmlUr to Section 5(a) of the present legislation except that it brqadeps 
the remmisaloner's authority to require reports nocessary to determine what payment to make 1° 
dUtricTrnd n«e..^ provision, of the Act. This change reflects the fact that the 

Commissioner may, L occasion, need Informatloii from one school district to determine payments for 

anothor district# 



(C) No local educational agency In any state ahall bo entitled to 



lent under this Act; 



m Unless such state m.k.. available to all federal ly connected pupil, residing within the 
, . Ml - -I— ..crtud.rv educati on under conditions that are substantially comparable wi_i. 

t hat .uch .tate l. underUtog T^nabJ^. toward co ming into com ^ 

pliancft with this provision. In the event of Buch waiver, the — _ ■ 

Lch 'state bV the provisions of S ection 6(f) of Public Law B 1-874, as amend e^ 

provisions were in effect upon January i> i970 . 

Section 6(f) of Public Law 81-874 providoa: 

If no tax revenues of a state or of any political subdiviBion of the State may be expended for the 
free public education of children wl,o reside on any federal property within the State, or it no tax revenues 
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public education of such children, then the property on which such 
chilflren reside shall not be considered Federal property for the purposes ofiSections 3 and 4 of this Act 
If a local educational agency refuses for any other reason to provide in any f;.scal year free public educa- 
tion for children who reside on federal property which is within the school district of that agency or which, 
in the determination of the Commis^Sioner, would be within that school district if it were not federal 
property, there shall be deducted from ahy amount to which the local educational agency is otherwise 
enticed for that year under Section 3 or 4 an amount equal to (1) the amount (if any) by which the cost of 
the Commissioner of providing free public education for that year for each such child exceeds the local 
contribution rate of that agency for that year, multiplied by (2) the number of such children. 

This section was intended to ayoid the problem caused by states that have laws prohibiting the education 
of students living on federal property having certain (highly technical) legal characteristics. The main 
enforcement device of that section is the reduction of assistance to other districts claiming students from 



The recommended provision seeks the same objective, but puts more teeth into the enforcement 
prov Sion by making all districts in the state ineligible unless the state does make education available 
to all federally connected children. Both provisions are intended to prevent a situation in which a state 
passes a law prohibiting the provision of education to children living on certain types of federal property, 
thereby forcing the federal government to educate such children under Section 6 of P. L. 874 in schools 
rnanaged by the military departments. Such a provision should be drafted to insure that impact aid is 
offered only in states that agree to assume responsibiliiy for all pupils - federal and non-federal. Such 
a provision Would tend to ensure that (1) states could nc ; turn back educational responsibility for federally 

connec ed children to the federal government and (2) thut states would provide education for federal pupils 
now attending the Section 6 schools. « ^ ^ 



Battelle is not aware of any state that is not in compliance currently with Section 6(f) as the provi- 
sion is currently being administered. However, Section 6 schools are now retained by the federal 
government in a number of states under circumstances where state reluctance to assume responsibility 
for the federal pupils is one of the factors causing continuation of the school. Other Battelle recommen- 
dations would ease (or remove) the financial hardships of state and local assumption of responsibility 
for pupils now educated in the Section 6 schools, t' y 



The purpose of a provision of the type indicated above would not extend beyond insuring that educa- 
tion was available to federal pupils on about the same basis as non-federal pupils; the provision should 
neither be drafted nor interpr>^ted to terminate assistance in the event of educational problems (e.g. 
cl^osing of schools due to financial problems in particular districts) that affect federal and non-federal 
children in a similar manner. The provision should include some transition clause that avoids a cut-off 
of assistance during a period in which a state is coming into compliance with the provision. 

takes i nto consideration payments under this Act in determinin g the eligibility 
. 9 . . in t hat State for State aid (as defined by regulation), or the amount of that 
gpQgPf-y fo free p u blic education and does not make such aid avaiiabie to local Arfiimfintini 
in s^ch a manner as^ result in less State aid to any local education al agency ^ich ia eligible 
j P^-P^yn^ents ynder this Act than such local agency would receive if it were n^ so eligible . 

ij provision repeats the prohibition against taking federal payments into account to reduce state 

aid that was passed in P. L. 90-576. 

The recommended prograir )s not repeat the provisions of Section 5(d) of the current legisla- 
tion which propose to reduce federal aid in those cases where states reduce per -pupil state aid payments. 
The need for such a provision is substantially eliminated by the prohibitions of the above language, and 
he remaining impact of the provision would be to prevent states from substituting general support of 
local governments (e.g. , revenues sharing) for school aid. Such action may be fiscally sound in states 
where schools are administered by counties or municipalities but might be construed as a reduction of 
school aid. The magnitude of federal assistance involved does not justify this level of federal inter- 
vention in the fiscal policies of the states. That the provision of Section 5(cl) could have unintended, 

persorse effects is indicated by the fact that the drafters of that section included a provision allowing the 
Commissioner to waive it, ^ 



the case of this provision and others, the purpose of suggesting these provisions is to indicate specific 

logialation. An actual piece of legislation would, of course, have to be 
drafted by the Office of Education in the event those recommendations wero to be implemented. 
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(D) No local e ducation agency shall be eligible for assista nce under this Act for any fiscal year 
for which Ita tax base (eitimated under regulatione issued by the C onunissioner) exceeds by 25 perce ^ 
orlno re the eitimated average tax baie of the State in which it is located. 



The theoretical baeia for impact aid it that the federal government causes pupils to move into a 
dlitrict (increasing the district's educational costs) without causing a proportionate increase in the tax 
base of the district because of the non -taxability of the federal property upon which the parents live, 
work, or both. In tome cases, the economic growth induced by the federal activity will generate more 
than enough tax base to pay for the costs of educating the federally connected pupils, in whxch case there 
is no need for impact aid, nor is there any Justification for it. This provision is intended to reflect that 
principle. The provision also acts to deny assistance to affluent districts even where the affluence might 
not have been caused by the federal goverrtment, on the grounds that such a district can readily afford 
to pay for the education of all its pupils without federal aid. 



The recommended cut-off point of Z5 percent above state average is not sacrosanct. Arguments 
could be made that the cut-off should bo at state average or substantially above it. Arguments can also 
be made for a higher cut-off point than 25 percent. Th^ recommendation, in effect, allows the federal 
program to provide a somewhat better level of education in federally impacted districts than in the state 
average district, assuming that a district makes a reasonable tax effort. 



S e ctio n 3; Assistance to Certain Heavily Impacted Districts 



(A) The C ommlasloner shall provide assistance under this Section to any lo cal educational agency 
which he determine s will have, in the fiscal year for which such as s istance is provided, a number q£ 

equivalent pupiirin excess of one -half of all pupils in the district; Su ch local educational auth^ 
oritles s'hsll not be eligible for assistance under Section 4 of this Act . 

This section would establish a special category of districts comprised of all those distxicts where 
the federal responsibility - assuming that (b) students are 60 percent a local responsibility and 40 per- 
cent a federal responsibility - for education is greater than the local responsibility. In such districts 
the federal interest in education is a paramount one. To allow the formula of Section 4 to be applied to 
such districts would, in effect, be to allow the tail to wag the dog. This is particularly the case because 
the Section 4 formula would utiliae the district's own tax rate to determine per pupil payments. In dis- 
trlcts with practically no tai': base (e. g. , districts coterminous with military installations) such a formula 
could produce highly artifical results. This special section for these districts will allow the Commis- 
sioner (and thus the federal government) to provide funding for a reasonable standard of education in these 
districts without regard to the Section 4 formula. 

The use of the "number" of students in the eligibility threshold for these districts is an intentional 
deviation from the average daily attendance method used elsewhere in the recommendations. In effect, 
it would permit the Commissioner to apply this section to certain districts educating primarily Indian 
children whose attendance is ;frcquently substantially less than membership. 

The dlstrlcti involved tend to be of three types. First, and most significant, are those districts 
that are essentially coterminous with the boundaries of a military base but administered by a local educa- 
tional agency. Such districts (e. g. , Lackland AFB in Texas) are currently essentially without any tax 
base. Some of them also receive little state aid, but the Commissioner operating under this provision 
and that of Section 2 of the proposed legislation, should be in a position to improve the state aid treatment 
of such districts, particularly in those states that provide some equalization assistance. 

The districts of the second category also have a major proportion of their students that Uvo on 
federal property but in these cases tend to be large numbers of smaller districts in such states as 
Alaska, Montana, apd Oklahoma that serve primarily Indian students. The third group of districts are 
those that operate in relatively small 'communities near military bases. Typically, such districts ser- 
vice military dependents living on base and the dependents of military and civilian base personnel who 

live off the .base. 
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In all of these cases the federal influence is so predominant in the financial affairs of the school 
district as to make the existence of the district largely a federal responsibility. Providing some flexi- 
bility for the Commissioner in these cases will also facilitate special arrangements leading to the 
termination of responsibilities assumed by other agencies such as military departments in providing 
Section 6 schools, the Atomic Energy Commission in certain communities, and the Bureau of Indian 

Affairs. 

Table 10. 1, based upon 1967-68 applications, indicates the districts that would be involved in this 
section. Careful examination of the table will indicate that the negotiated payment recommendation will 
affect about 40 larger school districts and about 110 school districts that by national standards are 
small (ADA below 1, 000 and in many cases below 100). The number of districts involved has probably 
shrunk since 1967-68 (the year these data represent) through consolidation of some of the smaller dis- 
tricts. This reduction could be expected to continue, thereby reducing the number of districts involved 
in the reconnmondod negotiated payments. 

It is of more than passing interest to note that the total ADA (federal and non-federal) in 
heavily impacted districts is loss than one percent of the ADA in all districts that get impact aid under 
the current program. Assuming that on the average these districts have 70 percent federal equivalent 
enrollment under the current program (counting the (b) students at 50 percent’*, the entitlements of these 
districts under the current program represent less than $40 million, or significantly less than 1 percent 
of entitlements of all eligible districts. 

The Battolle -recommended program would tend to increase the number of districts in this negotiatod 
category slightly by encouraging the transfer of Section 6 schools to local governments, but would tend to 
decrease the number of smaller districts involved by the operation of a provision discussed in connection 
with a subsequent section of the recommendations. *>* 

The provision for negotiated payments for highly impacted districts is not new. Section 3(^) (4) of 
P. L. 874 permits such negotiations to increase payments to districts not adequately compensated by the 
current formula. This provision differs from that one in several respects. First, it broadens eligibility 
to permit the 50 percent impact level to be reached by counting (b) as well as (a) students, but at a 
40 percent rate. Second, it operates to reduce federal budget costs as well as to increase theixis The 
current provision operates only to increase entitlements but never to decrease them. The fact that the 
current Section 3(c)(4) payments are applied for by very few districts is a tribute to the genei-osity of 

other portions of the present formula. 

The operation of the negotiated payments section would riot apply to those districts that are ineligible 
for assistance under the provisions of Section 2 relating to districts with high tax base per pupil ^ com- 
parison to state averages. The operation of that eligibility criterion may eliminate a few of the listed dis- 
tricts from eliglblity. More Important, in considering the amount of payment, the Commissioner would 
be permitted to take into account school revenues for shared revenues under such programs as grazing 
and national forest legislation. It is probable that many of the smaller districts in the above listing 
receive substantial sums from such sources and thus would receive no additional federal funds through e 
' negotiated rate. These districts normally would not apply for the negotiated payments. 

(B) T he assistance provided under this section shall be an amount which t he Commissioner d^te^r- 
mines to be necessary to provide a r^onable standard free public educatio n to the children in such l<^a_l 
educational agency minus the amount which the Commissioner determined to^be available from State^^ 
local, and other federal sources to such agency. 

This provision says, in effect, that the federal government will guarantee the heavily impacted dis- 
trict a reasonable standard of education and will pay the difference between what such a program would 



>!‘Baslcally that provision allows the states to keep ihie difference between one -half natiojjal average per 
pupil costs and the local contribution rate for all students where entitlement is based upon the 
minimum rate. Even in such states, however, the national minimum would not apply to the negotiated 
payment districts. Thus, the states with high state aid - a category encompassing most of the smaller 
districts listed above - have a strong incentive to encourage the reorganization of these smaller dis- 
tricts into larger districts that would not be subject to the negotiated rate. 
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TABLE 10. i. DISTRICTS COVERED BY SECTION 3 (1967-68 DATA) 



State 



Alaska 

Arizona 

Arkansas 

California 

Colorado 

Illinois 

Kansas 

Maine 

Massachusetts 

Michigan 

Minnesota 



% 

Students Affected, A^iproxima :e 
(Federal and Non-Federal) 



Districts Affected, Approximate 



17, 000 

16, 000 

1, 500 

21 , 000 

6 , 000 

10, 000 

2 , 200 
2,300 ^ 
6,800 
9 , 000 
1,200 



3 (primarily the State of Alaska's activities in 
Indian education 

28 (primarily small districts serving Indian 
students) 

1 (GosnellS.D. #6, Blytheville) 

9 (primarily Travis, China Lake, Lemoore 
(Central U. S. D. ) and Muroc U. S. D. 
(Edwards AFB) 

2 (El Paso Co. S. D. )<^6 (Fountain) and Air 
Academy S, D. ) 

3 (Rantoul, North Chicago (Lake County), and 
Mascoutah) 

1 (Fort Leavenworth) 

1 (Limestone) 

2 (Bourne and Ayer) 

3 (Rudyard, Oscoda, and Forsyth) 

7 (primarily small districts serving Indian 
students) 



Missouri 


6,700 


2 (Knob Noster Reorganized S.D. in Johnson 
County and Waynesville Reorg* S.D. Pulaski 






County) 


Montana 


5,800 

f 


23 (3, 700 students in Glasgow and Browning, 
the remainder in small districts) 


Nebraska 


9,100 

1 ' 


4 (8, 500 in Bellevue (Offut AFB)) 


Nevada 


1,800 


1 (Mineral Co. ) 


New Jersey 


10,500 


3 (Pemberton Township, Browns Mills; Han- 


9 

* y 


over Township, McGuire AFB; and Eaton- 
town, Monmouth County. ) 




New Mexico 


13,500 


3 (Gallup-McKinley, Kirtland, Dulce) 


North Dakota 


‘ 1,000 


8 (small Indian districts) 


Oklahoma 


2, 100 


12 (two -thirds in Burns Flat, the remainder in 
one or two ^bom school districts with an aver 




• 


age ADA of only 47-, students per district) 


Oregon 


100 


2 


South Dakota 


6,700 


12 (70 percent in Todd Co. and Douglas (Ells- 




worth AFB) the remainder in small Indian 






" districts) 

t ’ 


Texas 

t 


4,700 


5 (primarily Randolph AFB, Lackland AFB and 


Fort Sam Houston) 


Washington 


4,400 


1 1 (2, 000 ADA in Medical Lake) 


Wyoming 


900 


4 (small Indian districts) 


TOTAL 


160,300 


1 50 districts 



Source: Battelle calculations* 
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coat and the funds the district has available from othei^ sources. This approach differs substantially from 
the payment provisions in the other districts which re uire a pupil count, a calculation of eligible federal 
equivalent pupils, the development of a local contribut on rate, and other comparable steps. In these 
districts student surveys would be required only in borderline eligibility cases; where the magnitude of 
the federal impact is obvious (e. g. , all Indian schools and on-base schools) no pupil count would be 
required, no absorption would be calculated/ and no local contribution rate would be calculated. 

This orovision covers capital costs as well as operating costs. It obviates the need for a P. L. 815 
program in *hese districts and, unlike P. L. 815, does not require a district to show an increase in 
federally connected students, or total students, in order to receive building funds. 

(C) In dete rmining the amount necessary to provide a reasonable standard of free pub lic education^ 
the Commissioner sha ll consult with tht local education^ agency and the state educational agency ang 
shall consider the standard of education of comparable school systems in the state and su ch systems in 
other states whi ch the pupils in the l^cal education agency may have attended or m ay in the future attend. 

This provision provides a general standard for the Commissioner to use in determining a reason- 
able standard of education. The provision encourages the Commissioner to consider both comparable 
districts in the same state and other districts which the pupils might have attended or might attend in the 
future. In effect, this provision encourages the Commissioner in dealing with a school system in a state 
which has relatively low educational standards to adopt a higher national standard for those districts that 
educate primarily military dependents that are frequently transferred throughout the United States. Under 
this provision the Commissioner could, for example, approve the support of kindergarten programs even 
though such programs were not standard practice in the state in which the school district happened to be 
located. 

Operationally this section would be administered by the submission of actual budgets by the school 
districts to the Commissioner. The Commissioner would have no authority to approve or change such 
budgets, but would use them in determining the total funds to be provided. Normally, we would expect 
thkt budgets would be approved relatively automatically by the Commissioner so long as they were not 
out of line with state or national average per pupil costs. Operating under this provision, the Commis- 
sioner would be in a position to consider extraordinary educational coats in certain of the districts 
covered by it. For example, in thbae districts serving remote areas, the commissioner could recognize 
the added costs of education Imposed by high transportation coats. 

(D) In deter mining the local funds available to the local educational agency the Commiaaipner shall 
consider the funds that would be raised if the local educational agency were to levy taxes at the average 
rate for the state, and the recipts available from other local sources . 

This provision prevents the local* taxpayer from shifting all the coats of a reasonable educational 
program to the federal government, and also permits a district to provide a somewhat higher level of 
education if it is willing to pay for it. For example, assume that the district's budget called for. per pupil 
qosts of $700 and the district convinced the Commissioner that that level of expenditures represented the 
level necessary for a reasonable standard of education. The impact aid program would pay to the dis- 
trict (for federal and non federal pupils) the difference between that amount and the amount available 
from state sources, say $300 per pupil and from local sources if the district levied the state average 
tax rate, say $150 per pupil. Thus, the federal payment would be an amount that would be equivalent to 
$250 per pupil. 

The provision in subsection (D) would allow the district to raise its tax rate to, say, 33 percent 
above the state average rate and thereby raise its per pupil expenditures by $50 without reducing its 
federal aid. Alternatively the district might drop its expenditures by lowering its tax rate to below the 
state average rate, also without affecting its federal payment. In formulating these recommendations, 
Battello considered a requirement that the district levy at least the state average tax rate in order to be 
eligible for assistance. We rejected this provision despite its obvious appeal on the theory that in the 
heavily impacted districts, the majority of students are federally connected, but the voting power is con- 
centrated in the hands of local residents, as the federally connected parents frequently will vote in some 
other state, particularly if they are military personnel. Considering this fact, the recommendations do 
not require a minimum levy and as a result they do not give small groups of local voters the power to 
deny education to the federally connected student in these heavily impacted districts. 



The last clause in the provision relates to such nontax receipts as payments in lieu of taxes, fees, 

etc. 
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(E) In no cai. ihall th. current exponditurea per pupil conaidered n e ceaayy to provide a reaso j^ 

bv the^Hice of Edocatton for political reason.. Non.thele.., to reinforce the . 

this provision fairly, It would seem desirable that both a minimum and maximum amoun 
m liritThe Co^iiilcner's discretion in making payments. There is no particular magic n an 8ji per 
cem nlr or ^Tpercent ceiling, but these range, are considered by Bat.elle to represent me range of 

reasonableness. 

bere,uu\rtr.upp«t?W.fofVZ^^o«^^^ 

“e‘’facm”tt^*VoIc«n%ltnhe’ldu\^«o'n 
eion of -‘“e -erage. in 

mari^n tht sparsely populated Indian districts. It will be noted that these minima and maxima apply 
only to operating costs. 

/TT\ Mfttwithitandinfl the other provisions of this Act, th e Commissioner may apply the provisi^ s 

vigSi" 

section after July 1» 1977 . 

This oroviaion is one of several in the recommendations designed to facilitate 

•f °n‘ed7.g\rifn.‘%t^":t^^^^^^ fp;r^X:n:r"S?: m«rrm cost Of the 

oavmems will be approximately equal to the coats of continuing the Section 6 schools; but the 
gownment will find it. cost reduced when the 1977 termination date arrives. The authority gran e 
by this Section, it should be noted, is a discretionary one. 

T t fv.m H4arMBsion of the neflotiated payment districts it should be noted that the overall 

imoact” f m. government will tend to pay more 

impact of in many case, under this provision than under the current program (partic- 

paid under the current program), the section in combination wrth 

the state aid subsections of Section 2 will reduce federal payment, in many districts. 

Many of the district, sifeject to the provision, of this section currently receive enough fu^s to 
malot^T^level of educational expondlture. higher than the Commissioner would approve if operating 
^ .wf This 1. oattlcutarly the case when the district receive, high state aid payment, and 

auo* tak« m"lorf’.d«i! fcough th. operation of the floor payment rat. of half national average 

per pupil costs. TA... i^a^mny ^11^1™.*” S^e di.tric^trt^t 

State and federal payments which they would lose under the recommended program. 

On the other hand the recommended program would cost more than the current Tro^Jtate 

heavllv imoacted districts that receive relatively small proportions of their total expenditures from 
aid The ^toital cost payments would clearly exceed the costs that would be incurred under the Present 
appropriation Istel of P. L. 815. In total wa bollevo that the federal government is likely to save slightly 

by moving to negotiated payments for such districts. 

The operating cost payment, to this category should (and in many cases must) be 
basis. That is, wlien a recipient district is halfway through its school year it should have received half 






BATTSLInE MEMORIAL INSTITUTE - COLUMBUS LABORATORIES 



10-10 




of its impact aid payments for that year. No explicit provision has been written to require this, as it 
can be done adminiitratively, and certainly would normally be if an impact aid program substantially 
' less controversial lhan the present one were enacted. Capital cost payments shculd normally be timed 
to match cash outflows (e. g. , actual payments to contractors) but to conform to state and federal pro- 
cedures for the incurring of obligations it may be necessary to make such payments to the districts in 
advance of all the cash outflow (in which case any interest the district might earn of the funds is deducted 
from the federal obligation to the district). 



In administering this provision, the Commissioner would be expected to reach relatively firm 
decisions, subject to the availability of appropriations, on the amounts to be paid to eacn aistrict at aoout 
the same time that the district is working out its d;wn budgets. Thus, in the fall of 1970 and early part 
of 1971 most districts would be developing their l'^71-7E budgets (and the Commissioner would be de- 
veloping his fiscal 1972 budget). For the negotiat< d payment districts the planning and budgeting sequence 
would look somewhat as follows: 



School Year 1971-72 
Federal Fiscal Year 1972 



Fall 1970 Submit preliminary budgets showing estimated total 

expenditures and estimates of sums available from 
local and state 



Jan, “Feb. 
1971 



Submit payment requests based upon estimated sums 
from state and local governments and expenditure 
detail as required 



July 1971 Submit short form application 

\ 

' > 

August 1971 



Nov. 1971 

Feb, 1972 Amend short form application if necessary to reflect 

changes in state aid or local receipts 

April 1972 File final application (any unanticipated receipts after 

this date would be deducted from the following years 
payments ) ^ 

Section 4: Amount of Assistance 



Prepare fiscal 1972 budget 
request for Department 
and Bureau of the Budget 

Notify districts of tentative 
approved level of federal 
payment 



Make first quarter payment 
based upon short-form . 
application 

Second payment 

Third payment 



Fourth payment 



The Commissioner shall provide assistance to any eligible local educational agency based upon the 
number of eligible federal pupils (provided that number is greater than five) times the payment rate . 

I 

(A) The number of eligible federal pupils shall be the number of federal equivalent pupils minus 
three percent of the non-federa.1 equivalent pupils . 

(B) The payment rate shall be the amount that would be' raised per pupil by the local education 

agency by applying its own tax rates to the average tax base per pupil in the state in which it is located 
as estimated for the current year . * ^ 

This provision sets the basic rate of payment per pupil by putting the state average tax base behind 
every eligible federal pupil and letting the district apply its own tax rate to that base. Thus, the formula 
automatically adjusts for local tax Effort, causing the federal government to share a portion of the 
revenues raised from local voters levying increased taxes upon themselves, but letting the federal 
government benefit from any reductions in local tax rates. As indicated in the definition provisions later 
in these recommendations, the state average tax base per pupil would be the total state tax base of school 
districts divided by the total pupils in the state minus tj|je eligible federal pupils claimed by districts in 
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the state in the preceding year. In the first year of operation of the proposal, the eligible federal pupils 
would be those claimed by the preceding year under P. L. 874; for subsequent years they would be the 
pupils claimed under this projiosed legislation. 

For example, if the state average asse^ised value per pupil were $20, 000, but 5 percent of the 
pupils in the state in the preceding year were federally connected (counting the (b) students at 40 percent) 
then the state average tax basfe would be $20, 000 times 1. 053 (100 divided by 95) or $21, 060. If the dis- 
trict levied a tax rate of 20 mills the per pupil payment would be $421 per eligible federal pupil. 



In states where districts utilize more than one tax source the aggregate of each major tax base 
would be used and the district's rate of tax on that source would be applied to the state average base. 

In states without separate school taxes, the schools would be credited with the tax rate of the 
government providing funds for schools (e. g. , a count^ or municipality) multiplied by a fraction, the 
numerator of which would be the local revenues of the’ local government expended for schools and the 
denominator would be the total local revenues expende I for all purposes. 

The tax rate of the district for the year in which assistance was being provided would be used in 
these calculations. These rates are normally set well in advance of the year and thus would be known in 
advance of filing the application. The tax base for the current year would be estimated by the siliates 
and approved by the Commissioner. Regulations would provide for special situations such as the change 
of a tax rate during the year. 

The recommended provision uses the concept of absorption of 3 percent of equivalent non-i.ederal 
pupils* in order to correct for the substantial overcounting of pupils inherent in the student count 
methods. As noted in an earlier' chapter this absorption provision avoids the threshold problem inherent 
in having an eligibility criterion but no absorption. The concept has the effect of making the absorption 
negligible in a heavily impacted district but highly significant in a highly Impacted one. To avoid! small 
payments, no payments would be made unless the district had at least 5 eligible pupils. 

(C) There shall be deducted from the amounts calculated under the preceding subsections th e 
following ! 

(1) The amount of payments in li eu of taxes, taxes upon improvements, business pe rsonal and reaj^ 
r^rnn>rf^r anri nn«,ir.«sorv interfe ats. and shared revenues and similar payments accr uing to the loctd edi^ 
rftfinngLi agency, directly or throug h any local government, from all federal property with respect to 
which any pupils are claimeTby the local educational agency; 

(2) Any contract-type payments made by any federal agency for the support of pupils p rovide 
piihHr ediiratlnn bv the educaUonal agency with the exception of federal education legislation and the 
Johnson^O'Malley program. The Gommissioner shall by regulation establish both an a bsolute amount 
and a percentage of total entitlement below which the deductions provided for i n this section will be 
l^ored, provlderth at no s~u^ regulation shall permit a local educational agency to receive mgr e tjum 
110 percent of the amount to which it would be entitled were deductions take n into account. 

This provision is necessary to prevent double payments of the federal obligations to local educa- 
tional authorities. Insofar as it applies to such payments as forest revenues, the provision returns to 
the original P, L. 874 concept of deductions which was repealed upon the stated theory that the provision 
was too difficult to administer. ** At the time of repeal, deductions were in the neighborhood of $10 mil- 
lion, but the reduced federal costs from this provision would be greater now than at the time of repeal 
because some districts with large deductions did not apply for assistance at all until the deduction feature 
was removed from the law. In order to avoid spending federal administrative funds to chase down small 
deduction items the Commissioner is permitted to issue regulations that would ignore deductions until 
they reached 10 percent or more of entitlements. 

The major innovation in this provision is its treatment of the tax payments made by major govern- ’ 
mont contractors (e.g. , aircraft companies) that operate plants owned by the federal government. The 



^Equivalent non-federal pupils is determined by taking the sum of non-federal connected pupils and 

0.6 times the (b) pupils. -..r i. 

♦♦Repeal of this provision favored significantly a small group of districts concentrated in a few Western 

States. The repeal served political as well as administrative purposes and does not indicate that the 
provision cannot be administered. 
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student count procedures allow the districts to count employees of such plants ““ 

federal property. The effect of allowing such students to be counted is to prfesuirle that the place of 
“^enf is L exempt. In fact, these government contractors often make large 
thr^gh taxes on privately owned portions of such plants. .liachmery and equip^nt, 

work in process and possessory interest taxes. This provision requires a district counting pupils from 
such a facility to aUow the federal government credit for all of the payments of that type made by such 
facility to the applicant district. 

. (D) Th. ns vment to any local education agency shall be the lesseV of the amou n t calculated , un^ 

subse cliSSTiA) iS) and ;c) Ihove and the, amount necessarL to provide the 

„ roi iMnation of its tax base a nd the tax ba s e equivalent of the federal paym...., -he eqiiya l ent . , 

of a fe'bjTae per pupil that is 25 percent above the av e rage per pupx.1 ta.-t base in the _ ^at e^. 

The eliffibility provisions prevent assistance to any district that is 25 percent better off than the 
average L t« bas?per pupil in the state. This provision merely ensures that the impact aid P^l^ent to 
an eligible district will not be so great that it would make an eligible district better off f 

one. Although the provision sounds complicated, it can be handled by two lines on an application form,. 

A sample form ie provided in Appendix C to this report. I 

(E) The co mponents of the local educational agency's ta x rate used for the calculation of 

menta under this section shall include those portions of the tax rate as are related to capital c ^s^ 

as the construction of school facilities. However, y * 

This provision accomplishes the merger of the current P. L. 815 with the current P. L. 
incomplete ''however. . . " provision should be drafted to ensure that the federal government does 
twice for facilities. This transition problem is discussed at length in Chapter 8 and t e °P®^f ... 

prdviaion maybe seen in the application form provided as Appendix C to this ^eport. 

'be drafted. to allow prepayment of capital costs in certain special situations. The nee or 
a^ suggestions for it are also discussed in Chapter 8. 

(F) No r;.t e of pavment calcula t ^H under this section shall exceed the Comniissioner ' _ s estima ^^ 

nationki:^;;^Per puSl operating costs f o r the year in which the payment is to be made, nor .tl^ ^ 

per pupil operating costs of the local educational agen cy in the preceding yea£. 

Thio provision places a celUng on the per pupil payment, indicating that the federal government 
should never need to pay for each federal pupil any more tton the na ional 

total per pupil costs in the district receiving assistance. Because state governments bear a g 
portion of education costs, the ceiling would normally affect only a few (if any) districts. 



Section 5; Payments to Certain States 



(A) Where the per pupil p ayment determined under Section 4 is less than one-half of the natio^l 

...cv., ! nne^tiL c osts as estimated by the Commissioner forJ j^_gH£enLZ ea^> the Stat ^ 

loca l'e'ducational agency with su c h payme^rate shall recaive asaistan^ , 
;;'irnUt«d bv^mulLiv ing the eligible federal pupil s in such distrTct by tl^e di^rence 
the nationri y/erage per^pupil costs and the per pupil contribution to such locij _ e du cational agen^ r. 

(B) In the event that the payments that would be m ade to any local 

tlon« (A) and (B) of ' Section 4 are reduced through the operation of subsecti ons (C) (D) _ or (F) of that sec _ 
K. i.. ....a ths Siaia aduc.tion".goncy wHh respect to 

Shall be rekced by the proportion of^ he enti tlenTe nts subsections_(A) S^^mn ^ 

not paid to such agency by vir t ue of t he operations of subse ctions (O ^ iD) and (E) of Section^. 

This section handles the inequity of large payments in states with low state effort 
in states with high state effort by maintaining the half-national-average f avera^r 

the resulting funds to the jurisdiction that earned them, namely, the state. The 

floor provision is moved to a current-year basis from the present provis on ° i to a state 

2 years preceding. The hard-to-read section (B) is simply a way of ensuring that no 
is made on the basis of a pupil for whom no payment could be made to a district because of 
affluence of the district or coverage of the student's costs by other federal payments. The p PP 

cation form in Appendix C shows how this provision would operate in practice. 
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All states might receive assistance under, Mia provision, as it would apply whenever the calculated 
local contribution rate of a district fell below one-half national average per pupil costs. This is most 
likely to happen when two situationB coexist: high state aid as a fraction of total per pupil costs and low 
per pupil expenditures. Because state aid payments and per pupil costs vary substantially among dis- 
tricts within a state, it would be possible for {itates to receive these payments on a few districts even 
though the per pupil contribution of the federal government to most of the districts in the state would 
exceed the one-half national average per pupil costs. 

It is important to understand the interaction of this formula with the state aid payments to districts 
receiving assistance. So long as the district's tax rate multiplied by the state average tax base results 
in more than half national average, increases in state aid would be paid (us they are today) 100 percent 
through state funds. As is tha case today, the states would not be allowed to offset the federal payment 
in their state aid fornriulas. However, when a state increases state aid (or the state aid is already high), 
the district's own taxes and the federal paymsnt to tho local district will tend to be. lower. Once the per 
pupil contribution of the federal government to the district falls below half national average through the 
operation of this provision, the state will tend to recoup all increases in its per p.upil assistance with 
respect to eligible federal pupils through increases in the payment made under this section. In the 
extreme case, .if the state chooses to pay all the costs of all children in a district, it would get these 
payments for each of the eligible federal pupils in that district. 

(C) No- paynaents shall be made to any state under this section unless that state provides assurances 

satisfactory to t he Commissioner that the funds paid shall be used to finance elementary and secondary 
education in such state and that the proportion of such funds used for administirative costs of the state 
educational agency shall not exceed the proportion which such administrative costs represented of total . 
educational expenditures in the state for the preceding year . ~ " 

This provision is designed to ensure that the funds provided to the states arc used for educational 
purposes. A restriction is placed on using the funds for administrative costs to ensure that the state 
pays out a large percentage of the funds to local educational agencies. 

(D) The payments made under this section shall be reduced by an amount equal to the reduction (i£ 
any) in state fvinds utilized for elementary and secondary education between the second preceding and the’ 
immediately preceding year before the year in which such payments would be, made. This subsection 
shall become riffectiVe one year from the exiactment of this act . 

This provision prevents the state from using the federal payment to reduce the state's own support 
of elemental*)/ and secondary education. For example, in fiscal 1972, the Commissioner would compare 
the fiscal 1971 state support of elementary and secondary education with the support provided in fiscal 
1970. If the state had increased its own effort, or kept it constant, the provision would have no effect. 
However, if .the state used the federal pa'yment to reduce state costs in fiscal 1971, then the federal 
payment in fiscal 1972 would be reduced accordingly. Thus, the provision provides reasonable assur- 
ance that st'ites will not use tho federal payment to reduce their own efforts to support elementary and 
secondary nducatipn. 



Section 6: Assistance in Special Cases 



In addition to thfe payments authoriaed by other sections of this act, the Commissioner is authorized 
to make payments to local educational agencies, under such conditions as he may determine, upon a find- 
ing that the federal government has placed an unusual burden upon the schools of s vichragency and that 
that burden is not adequately compensated by the operation of the provisions of this act. Such assistance 
is authorized in the following cases, and in such other cases as the, Comrnisaioner may determine 

(A) ' Where the federal government has, since I93|g, acquired property accounting for not loss than 
10 percent of the valuation, of theiloca'l educational agen^, provid ed that the assistance provided shall not 
exceed tho amounts the Commissioner estimates the local educational agency would have received fro m 
such property minus the costs the Commissioner estimates the agency would have incurred to educate" "' 
pupils that would reside on such property had it notlieen acquired by tha federal government. Such 
assistance shall not be available to any local educational agency that^ in the year in which it would receive 
such assistance, had a tax base per pupil equal to or in excess of the average tax base per pupil in the 
state in which it was located. 
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(B) Where a loca,l educational agency makea reaaonable pi»eparatipn for an' anticipated increase in 
federal enrollment and such enrollment doea not develop by reason of action of the federal government , 
the Commission^ rtiay make payments to auch agency !^ot greater than the difference between the costs 
incurred by such ageney to meet suck ingreage rninue a ly reduction in current, expenditures than the ' 
Commissioner finds the agency sho uld have re asonably effectuated after learning that the anticipated 
hT^tase would not occur, guch payments may only be made where the anticipated increase not materi- 
aliaing equals or exceeds five percent of the average daily attendance of the local agency. 

(C) Where a local educational agency has experienced an increase of at least 10 percent of total 
avera^daily attendance iti equivalent federal students as a result of a sudden increase in federal activ- 
ity, the CommiBBioner may increaae the aulfltance to which the district would otherwise be entitled 
by not more than 10 percent in any jrear in which such increase occurs. Such assistance shall not be 
available to any dis trict ^ w h\ch the, estipiat^d tax base per pupil of the district is greater than the aver- . 
age tax base per pupil in tli^ state. 

(D) Where the limitations upon eligibility or the absorption requirements of this legislatipn, m 
the opinion of the Commisaion'er, would work undue hardship nyon a local educational agency . 

• (E) Where a local educational agency that is eligible for assistance under Section '6 of this act 
desires to construct educational facilities, primarily for the use of federally connected students, the Com- 
missioner may, subject to r a^mburaement out of subsequent entitlements upon a scheduled agreement * 
between the Com misaioner and the applicant agency of not to exceed ten years, advance to such agency 
funds to defray all or part of stich coata under the circumstances where the Commissioner determines 
t hat such facilities pould not be constructed from norr^al state and local financial sources . 

. (F) There are hereby authorized to be appropriated such sums, not to e;tceed $25 million per year , 
as may be necessary for the purposes of this aection. 

This section replaces a variety of special assistance programs written into current legislation and 
the waiver authorities associaltad with that legislation. Generally, the provisions and limitation on appro- 
priations will result in considerably less assistance under these provisions than under current law for 
several reasons. First, the Commissioner grants auch assistance only at his discretion and only under 
circumstances where the funds are actually needed to meet the special impacts described. • Second, such 
funds are not provided to districts that have apparently not had their per pupil tax base significantly im- 
paired by the activities of the federal government, 

An overall limitation on appropriations should be provided fpr the- authority given to the Commis- 
sioner under this aection, even if such a limitation is not pjv'wlded ort the appropriations for the regular 
portions of the legislation. Normally, the appropriations necessary for this s\ection should be less than 
$25 million. Some examples of where such authority might be necessary include 

(1) The special authority situations covered by separate sections under the current law (e.g. , 
sudden increase, unanticipated decrease in enrollment) 

(2) Extreme circumstances causing high costs (e.-g. , a very, sparsely settled district with 
few rOads, a remote Alaskan district) where* the maximum payment provisions might 
work a hardship 

(3) A heavy federal impact concentrated in a remote portion of a large district which, through 
the operation of eligibility and absorption, might be determined to be Inequitably affected 
by the provisions of the recommendatlonis 

(4) Circumstances where the letter of v'*hs« lev/ lesulta in violation of the spirit of the law « 

(One good example of such a situation was found in New Mexico where in one district 
military personnel were living in military trailers located on taxable property of very 
low value. The prpsent law, and the Battelle recommendations, would tend to count 
those, students as living on taxable property when in fart the district cannot tax the 
valuable trailers, but can only tax the nearly valueless land. ) 

A 

The provision in subsection (E) is one approach to thu prepayment of capital costs discussed in 
Chapter 8 of the report. 
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Section 7; Authority for Advance Commitments in Certain Casi^^s 



(A) The CommiBBioner may make fcommitmenta, aubject only to the availability of subeegueht 
appropriations, that, notwithstanding the other proviaiona of this Act, provide for aasistance at a 
predetermined level for a period not to exceed seven years, under the following circumstances : 



( 1) In the case of a local educational agency (and any state agency) that undertakea the respons- 
ibility of providing free public education to students w aose education, on January 1, 1970, was provided 
for through the provisions of Section 6 of Public Law 81-874 . 

(2) Where the Commissioner finds that (1) two or more local educationai agencies are consid- 
ering consolidation or reorganization, (2) the payments to at least one of the local educational agencies 
represented a sum that would exceed one percent of the likely operating budget of the reorganized or con- 
solidated entity, and (3) that such consolidation or reorganization would ultimately reduce federal coats 
incurred under the provision of this Act . 

(B) Such commitments mav be made upon such terms and conditions as the Commissioner shall 
determine, but in no case shall provide for more assistance than would have heert payable under this 
Act or under the provisions of Section 6 of P, L, 81-874 as they existed on January .1, 1970, in the ab- 
sence of a consolidation or reorganiaation or the transfer of responsibility for education of children 
covered by Section 6 of P, L. 81-874 . 

( C ) The authority conferred to this section may not be delegated . 

ThJe section is intended to permit the Commiaaioner personally to make commitments, subject to 
the availa.»Ulty of appropriations, under circumstances whore such commitments would facilitiato the 
transfer of r^ ’oonslbility of Section 6 schools from the hands of the military departments to civilian edu- 
cational authorities or whore without such commitments the normal pace of reorganization and consolida- 
tion would be retarded. 

The operation of this section, in addition to achieving the above objectives, will tend to reduce the 
costs of the impact aid program. Under Section 6 of P. L. 874 the federal government must pay the full 
per pupil costs of operating schools on military installations. If such schools wero managed by local 
educational authorities, they would bo eligible for state aid, and thus the costs of federal payments would 
be reduced. In some cases local educational agencies will assume responsibility for Section 6 schools 
without the need to use the special incentive provided by this section. In other cases, states or local 
authorities do not want to boar the costs of taking over ouch schools but would have, ultimately, to . 
assume such responsibility through the operation of Section 2(C) of these recommendations. The opera- 
tion of the provision proposed above would allow the Commissioner tc ease the transiton to civilian 
control and decreased federal funding. 

When a very heavily impacted district (such as an Indian district serving less than 100 pupils) is 
consolidated with a larger district with a smaller percentage of federal pupils the effect may occasionally 
be to produce the potential for a sharp drop in federal payments. To keep the program from being a 
factor in discouraging such consolidations, the Commissioner would be authorized to make the same pay- 
ments he would have made had the districts not consolidated. By making commitments of this type the 
federal government can avoid discouraging the consolidations that, through the operation of the absorption 
provisions, would tend in the long run to decrease federal costs. 



Section 8: Children for Whom Local Agencies Are Unable to Provide Education 



(This section should repeat the authorities conferred by Section 6 of P. L. 81-874 with the exception 
of subsection (f), which is covered by another section of the recommendations, and the "Quantico Amend- 
ment" described below. The following subsections should be added to the section. ) 

(G) The Commisslonor shall initiate discus sions with the appropriate local educational agencies . 
and State educational agencies to the end of terminating pj.yments under this section not later than July 1, 
1972, for education of federally connected pupils within the Continental United States, Hawai i, a!nd""" ” 

Alaska. The Commlssionor shall report to the President and the Congress no later than July 1, 1971, 
and again before July 1, 1972, on the steps taken to implement this subsection . 
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(H) Insofar as it applioB to education provided within the Continental United States, Alaska, and 
Hawaii, this section expires on July 1, 1972. 

Section G of P. L. 874 and the comparable section of P. L. 815 permit the Commissioner of Educa- 
tion to provide capital and operating costs for schools operated directly by federal agencies, rather 
than by local educational agencies (and by local education agencies in unusual circumstances). Funds 
are also provided in special cases for certain components of educational costs, such as transportation 
from a base to local schools. Expenditures under Section G approximate $30 million annually primarily 
for operation of such schools as that at Dover Air Force Base (managed by a local educational agency), 
Delaware: Tyndall Air Force Base, Florida; Fort Banning, Fort Stewart and Robins Air Force Base, 
Georgia; Fort Knox and Fort Campbell, Kentucky; England Air Force Base, Louisiana; Hanscom Field, 
Massachusetts (managed by a local educational agency); U. S. Military Academy, New York; Fort Bragg 
and Camp LeJeune, North Carolina; and the Quantico Marine Corps schools in Virginia. Smaller expendi- 
tures are made under the section that are channelled through local educational agencies and the program 
also is used outside of the Continental United States. 

Although it has been "policy" for years to close down such schools and let responsibility for educa- 
tion of federal pupils fall directly into the hands of local and state educational agencies, very little prog- 
ress has been made in achieving this objective. The military departments have been opposed to termina- 
tion of particular schools for reasons of tradition, desire to maintain control over dependents' education, 
or a feeling that better quality education could be obtained through a federally administered program than 
through more normal arrangements for dependents' education. 

Current legislation allows the establishment of such schools if either no tax revenues of the State 
or any political subdivision can be expended to educate the federally connected children, or no local edu- 
cational agency is able to provide "suitable" free public education for the children involved. These quali- 
fications h^ve not been pursued in practice because a portion of Section 6 provides; 

In any case where education was being provided on January 1, 1955, or thereafter under an arrange- 
ment made under this subsection for children residing on ar. Army, Navy (including the Marine Corps), or 
Air Force installation, it shall be presumed, for the purposes of this subsection, that no local educational 
agency is able to provide suitable free public education for the children residing on such installation, until 
the Commissioner and the Secretary of the military department concerned jointly determine, after con- 
sultation with the appropriate State educational agency, that a local educational agency is able to do so. 

This "Quantico Amendment" was designed to allow the military departments to block termination of mili- 
tary schools when the Commissioner found that such schools were no longer necessary. It has served 
its intended purpose well. The "Quantico Amendment" is not included in the proposed legislation as it has 
simply served as a barrier to turning over school responsibilities to state and local authorities. 

Other portions of the proposed legislation strengthen considerably the responsibilities of any state 
receiving impact aid assistance to provide adequate education for dependents of federal employees. In 
addition, other subsections of this section and other sections strengthen the Commissioner in making 
arrangements to finance the turnover of Section 6 schools to local educational agencies. These changes 
should eliminate any remaining real barriers to the elimination of the Section 6 schools within the 
Continental United States. Further, the overall changes in the legislation will remove one barrier to 
local acceptance of responsibilities for such schools, namely inadequacies in the payments under 
P, L. 874 for some of the heavily impacted school districts. 

Subsection (H) is new. It is designed to ensxire the termination of the military schools within the 
next two years. If for any reason actions are not taken to achieve this abjective, the Commissioner 
would be required to explain the circumstances to the Congress in order to achieve a legislative exten- 
sion of this expiration date. 

I 

There are a number of significant reasons for encouraging the termination of the Section 6 schools. 
First, policy pronouncements by all concerned recognize the desirability of terminating such arrangements 
when suitable arrangements can be made by local educational authorities. Even if such policies were not 
widely endorsed, they should be. Direct operation of elementary and secondary schools by military 
departments is foreign to American standards of local control over educational policies and the separa- . 
tion of military and civilian authority. Second, the Section 6 schools represent an inconsistent approach 
to education of federal dependents. If local governments are really unsuited to providing reasonable 
education for military dependents, then the entire concept of impact aid in heavily impacted districts is 
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incorrect. Instead of providing impact aid to such districts, the federal pvernment should run the 
schools. However, if the capability of local education authorities to provide education is recognized, 
then it should be recognized in all case6. Third, continuation of Section 6 schools in some instances 
might make sense under the current P. L. 874 program because of the difficulties that heavily impacted 
districts encounter under the program. However, the program recommfcnded by Battelle would avoid 
many of these difficulties and thus provide a better alternative to continuation of the Section 6 schools. 

Current legislation provides for separate consideration and ground rules to determine the opera- 
tions and financing of Section 6 schools outside the Continental United States, Alaska, and Hawaii. Be- 
cause of the disparities between the educational systems of territories and possessions and those of the 
fifty states,- the continuation of Section 6 authority seems reasonable for these situations. It would seem 
reasonable, however, to fund such dependents' schools through regular military department appropria- 
tions in the same manner that U. S, dependents' schools abroad are financed. 



H 
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Current legislation provides a variety of administrative authorities that would be continued 
stantially without change in any new legislation. These include: 

(A) Section 4(e) relating to consultations with affected educational agencies by the Commissioner 
before making decisions affecting them. The military departments should be added to this provision in 
the case of Commissioner decisions affecting the Section 6 schools. 

(B) Section 5(b) relating to adjustments in a subsequent year for overpayments or underpayments 
in a prior year. Under the recommended program adjustments should continue to be made in circum- 
stances that reflect significant misrepresentations by any applicant (e.g. , a misrepresentation of student 
counts or tax rate for the districts receiving assistance under Section 4 and of local funds available or 
state aid for the districts receiving assistance under Section 3), but the federal government should apply 
to itself the same disregarding of do minimus problems recognized by the provision in Section 4 that pay- 
ments only be made to districts having at least five eligible pupils. This is particularly important under 
the recommended program because this program must use estimates of current data in order to bring 
the per pupil contribution to a current basis. Below a certain threshold (expressed as a dollar amount, 
and/or a percentage of the affected entitlement) the Commissioner should be allowed to forgive small 
overpayments and to avoid coliecting underjiayments frorA a previous year. 

(C) The provisions relating to the determination of payment rates in special situations where the 
local educational agency is a state and for determination of payments in territories and possessions. 

(D) The general administrative provisions of Title III of Public Law 874 relating to issuance of 
regulations, annvial reports, use of services of other agencies, prohibition against federal interference 
in local educational policies, and the prohibition of use of appropriations of other departments and 
agencies for the employment of teaching personnel for ^e provisions of free public education. This 
prohibition contains an exception for Bureau of Indian Affairs payments under the Johnson-O'Malley 
Act which should be continued as the Johnson-O'Malley funds are utilized to offset some of the very real 
special costs of Indian education. On the other hand, the exception for the Atomic Energy Commission 
schools in such communities as Oak Ridge and Los Alamos merits reconsideration. As such communities 
evolve in the direction of becoming less like "company towns" it would seem appropriate to replace 
Atomic Energy funds with impact aid payments. The exception for the Commissions's school payments 
should be continued, for the Commissioner of Education should initiate negotiations to transfer respon- 
sibility for such school systems from the.Atomic Energy Commission to the Office of Education. 

(E) A provision authorizing appropriations will be necessary, but the current language of Sec- 
tion 5(c) (relating to proration of payments when appropriations are insufficient to pay full entitlements) 
should be dropped. In Its place there should lae a provision giving first call on appropriations to meeting 
the commitments made by the Commissioner pursuant to Section 7 of this proposal (turnovers of Section 6 
school! End spociEl consolidEtion iltuEtion!) End stEtings 

. . . In the event that appropriations made pursuant to this Act for a fiscal year are insuf ficient to 
pay all of .i.ntitl>.ments of all state and loca l educational agencies under this Act, such unpaid sums 
shall be paid out of such sums as aye anpropHated for the next fiscal ygar^ 
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Because, of a widespread imprfession that the current impact aid program overpays many school 
districts (which it does) and because of wide differences between Presidential budgets and full entitle- 
ments, a situation sefems to be developing in which it becomes acceptable to pay less than full entitle- 
ments under P. L. 874. Unfortunately, this method, does not reduce payments enough in the districts 
that receive excessive payments in relation to the burden of federal installations upon them, and cuts 
payments too much in the very heavily Irnpacted districts. Payment of less than full entitlements is an 
extremely crude tool for trylnfe to improve th|e impact aid program and has strong adverse side effects 
upon local districts trying to follow teifisonab.e budgeting and administrative procedures. 

By contrast, the recomi^ended pil-ogram takes great pains to avoid all significant cases of over- 
payments, double payments arid windfall gains through impact aid and concentrates assistance in the 
places where the federal impact is greatest. Paying less than full entitlements under the recommended 
program would clearly have significant adverse educational consequences and, depending upon the notice 
given to local educational agencies, could result in significant numbers of school closings. To avoid 
such situations, we recommend a mechanism, like that above, designed to ensure that full entitlements 
will be paid. 



Section 10: Transition Provisions and Related Problems 



To accomplish the transition from the present program to that recommended by Battelle, a number 
of transition provisions would be required to handle such situations as continued authority to complete 
projects begun under P. L. 815, to settle overpayments and underpayments from P. L. 874, and similar 
purposes. Also, the provisions of P. L, 874 and P. L, 815 relating to major disasters would be retained 
in some form, although appropriations for this purpose should be separated from impact aid. 

In connection with transition, Battelle has carefully considered the recommendations of many 
superintendents that our proposal provides for a gradual phase -down of assistance for those districts 
that would be adversely affected by the recommended impact-aid program by comparison to P. L. 874:. 
Whether such provisions may be politically necessary is a question beyond the scope of tlxis report. 

In economic terms, such transition provisions adopt the' principle that districts that have been 
overpaid in the past (in relation to the program recommended in this report) have more right to over- 
payments in the future than do districts that have been underpaid in the past or not paid at all. It can 
be argued that overpayments in the past should give rise to underpayments in the future, but there seems 
no logic to justify compounding excess payments with more such payments. 

A major proportion of the reduction in cost from moving from the present program to the recom- 
mended program occurs through the operation of the new eligibility threshold and absorption of 3 percent 
of non-fedoral ADA» Both these provisions cause the largest percentage reduction in entitlements in the 
district with the least federal Impact, and thus with a low percentage of total budget coming from impact 
aid. Some of these districts are hard pressed financially, others are not; in generaly they are no more 
likely to be hard pressed financially than non-impacted districts. Assuming that the costs of transition 
aid for these districts would be paid out of funds that otherwise would be used for federal education pro- 
grams reaching all districts (including those whose impact aid would be reduced), transition assistance 
to these districts would net appear desirable. In these districts the change in impact aid entitlement 
will be a small portion of total expenditures, For example, the situation below represents the worst 
possible case of impact of the new eligibility provision - a case y^here the district's entitlement would 
drop to zero from a position at the new eligibility threshold. The example uses national averages to de- 
rive the percentage of the budget that would be effected by the recommendations; 



Before After 



Total ADA 1,000 1,000 

3(b) ADA 75 75 

Equivalent fed. pupils 37. 5 30 

Eligible Yes . No 

Payment at $317 per equivalent federal pupil $ 11, 500 None 

Total budget at $600 per student $600, 000 

Budget after impact-aid cut $588, 500 

Percentage reduction in budget 1. 9 

Per pupil reduction $ 11.50 
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[Because this example does represent a "worst" case it will substantially overstate the impact of the 
recommendations on most of the districts that are affected by the eligibility and absorption provisions. 

While the adjustments required in the many districts affected by the eligibility and absorption pro- 
visions will normally be a minor portion of the total district budget, some major budget effects will 
occur in certain districts. This will particularly be the case in the districts receiving double payments, 
the districts that have above average wealth per pupil and the districts receiving much larger payments 
per federal pupil than they raise per local pupil by virtue of the one-half national average provisions. 

Many of the districts affected through these situations will have to raise taxes or reduce the^level of 
expenditures per pupil in their district as a result of the proposed changes. In our opinion, there is 
nothing wrong with this result. These districts are those in which overpayments by the federal govern- 
ment allow some combination of (a) lower than average tax rates and (b) higher-than-average 
expenditures. 

The third group of districts affected by the recommendations will be the moderately impacted dis- 
tricts that would not gain as much by the new local contribution rate formula as they would lose from the 
absorption formula. The effect of the shift in these two formulas will be most sevete in the districts with 
very low tax rates. Under the proposed formula, these districts can increase tax rates, and will find 
that their increased tax rates will bring in more funds from both the federal government under the formula 
and from local taxpayers. ‘ • 

In short, the types of adjustments to be made by those districts that have, in our opinion, been over- 
paid in the past would not normally justify their being overpaid in the future. 

One exception to the above comment results from the fact that under the laws of many states, 
some districts may not have enough time to adjust their educational spending or tax rates easily to the 
first year of implementation of the recommendations. For example, in the winter of 1969-70 many dis- 
tricts are planning their budgets and tax rates for the 1970-71 school year. If, for example, the recom- 
mended program were proposed in early 1970 for enactment effective with the fiscal 1971 budget, the 
districts would have the problem of guessing at whether the recommended program would be adopted; 
and whether adoption would involve some major changes affecting their district. Because these issues 
would likely still be in doubt in the spring of 1970 (or the spring of any other year in which major changes 
would be proposed), the district would have to set many of its educational costs {e.g. , by setting the 
number of teachers to whom contracts would be offered and their rate of compensation) and taac rates 
(which in many states must be set far in advance of collection of revenues) before knowing the outcome 
of the Congressional Consideration of the recommendations. If such a district planned on the basis of 
the presentprogram being continued, out a new one were adopted, it might find itself in a serious situa- 
tion in 1970-71 even though it could readily compensate for the change in the following year. 

A special transition payment might be made during the first year of a new program to deal with 
these situations. However, such payments, if made, should be severely restricted. First, they should 
be made only in cases where the difference between the districts entitlement Under P. L. 874 (assuming 
90 percent of entitlement were paid) and the entitlement under the new program would be at least 2 per- 
cent of the district's total gudget. Second, they should only be made with respect to that portion of the 
difference that exceeded 2 percent of the district's budget. Third, the special transition payment should 
bo treated as an advance on subsequent years' entitlements and recouped from those entitlements over a 
period of, say, Byears. Of course, they could not be recouped from those districts that would not be 
eligible under the recommended progranu 

Fourth, and most important, they should be made only if a district could demonstrate to the Com- 
missioner's satisfaction that the payment was in fact expected in the fiscal year in which the program was 
first adopted. Bocavise of traditionally late payments under P. L. 874 and uncertainty, about whether it 
would be fully funded, many of the richer districts have been fully able to shift the receipts from one fiscal 
year's Impact aid to the subsequent fiscal year in their school budget. For example, one district in 
the suburban Washington, D, C, , area is budgeting the fiscal 1970 P. L. 874 payment in its 1970-71 budget, 
rather than in the 1969-70 budget. In such a case a reduction in the current year impact aid entitlement 

*!‘Under our assumption of constant federal spending for education, the funds not being spent to reduce 
taxes or increase expenditures in these districts will be in use to reduce taxes or increase expendi- 
tures in other districts through the operation of whatever federal program gets to "spend" the "sav- 
ings" from the roconDnended impact aid program, 

'i'»!‘This analysis is based upon the roasonablc assumption that a program based upon the recommenda- 
tions of this report might give rise to some controversy. 

:!<‘i«f!'Docau8e many of the heavily impacted districts have not been able to do this, they are the moat ad- 
versely affected by payment of less than full entitlements under the current program, 
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does not affect the distfict'.s current-year budget planning or educational program. Such districts would 
have. ample time to adjust to reduced impact-aid payments without the need for any transition assistance. 



For those reasons, delaying the effective date of new legislation would not necessarily be the best 
approach to tho transition problem. 



Section 1 1 ; Definitions 



The definitions section of the recommended program should provide for the following types of 
changes from present law. 



Federal Property. The definition of federal property should continue as at present, with the follow- 
inc changes. The definition should eliminate tax-exempt uses of property (such as roads) that happen 
to be located on federal lands. The definition should eliminate two inclusions from current law, namely, 
property sold by the federal government for the fiscal year following the year in which it is sold and 
flight training schools providing contractual services to the Air Force and located at airports owned by 
states or political subdivisions of states. The former inclusion can provide unnecessary windfalls to 
districts in states that have assessment procedures that would allow the property to be taxed through its 
new private owner at the same time that the government makes impact aid payme-Sts on the theory that 
the properly can't be taxed. In states that have a built-in lag in putting recently sold property on the tax 
rolls the political subdivisions tend to lose when the federal government sells property, but to gain when 
the federal government buys property. There is no reason to reward the districts in one of these cases 
and allow state law to provide windfalls in the others. In any case if delay in assessment is a problem 
in some states, that problem should be solved directly, not through impact aid programs. 

•The definition should retain current exclusions for postal property and for low-rent housing for 
reasons discussed in detail in other chapters of this report. 



Pupil This term should continue to include any person for whom the applicant provides public edu* 
cation*^out tuition charges, except that such term should not include persons receiving public educa- 
tion in adult or continuing education programs provided primarily for the use of persons aged 21 and 
over nor should it include any education provided beyond grade 12. The term should exclude pupils in 
any program provided solely for federally connected pupils merely by reason of their federal connection. 



The definition should liberaliae current definitions by permitting a local educational agency to ob- 
tain reimbursement for programs (such as preschool programs) provided by that agency but not by other 
local educational agencies in the same state. 



Average daily attendance {ADA) appears a reasonable concept for the pupil counts and should con- 
tinue to be used. However, any state should be given the privilege o£ adopting another method (e. g, , 
average daily membership (ADM). Moving from ADA to ADM would allow more pupils to be counted but 
would proportionately reduce tho per pupil payment by increasing the denominator when state average 
assessed value is calculated. 



Tax Rate and Tax Base. ’ These tbrms must, to be consistent with the proposed program's logic, 
refer to ''real" rather tha~nomlnal" tax rates and tax bases. For example, if a district levies a tax 
rate of 20 mills on property that is assessed at 50 percent of true value, its real tax rate is not 20 mills 
but 10 mills. Likewise, if a state average assessed value per pupil is $15,000 but the average assess- 
ment ratio 1s only 33 percent, the real tax bah^e is $45, 000. The definition of tax base and tax rate 
should permit the Commissioner to establish interpretations through regulations. While, as indicated 
in Appendix B, there are some administrative problems associated with using measures of tax base, 
the aains in equity from using such measures far outweigh any inequities that might be introduced as 
overpa^ents% underpayments through use of these measures. The best proof that such measures 
can be administered is the fact that they are used in the state aid formulas of many states. 



f 



BATTELLE MEMORIAL INSTITUTE - COLUMBUS LABORATORIES 



ipplpllip 















n^iPPRiPi' 



ippii 



10-21 

Either through regulations or through the eligibility provisions of Section 2, a state certification of 
assessment ratio^ (for adjusted assessed value) should be required. In a few states, assessment ratios 
have been nearly equalized, in.whidh case the commlsiiioner can use the "nominal" tax rates and tax base 
in the formula without the necessity for adjustment. In any state unable to provide assessment ratio 
data or Its equivalent the Commissioner could use the nominal values. Battelle is not aware of any case 
in which such action would be Required, but if it were, there would be incentive for the state to begin 
to provide some indications of assessment I'atios. 



THE PROBLEM OF THE FLOATING PARAMETERS 



The preceding section has explained at length a recommended program of impact aid that if 
enacted would represent a substantial improvement ov*lr the present program for the variety of reasons 

parametLs present a complet * program, Battelle has assigned valLs to certain 

parameters that determine which districts are eligible und what payments should be. Examples of these 

parameters are the rate of payment for the (b) pupils, the percentage of non-federal pupils to be absorbed 
the richness cut-off, and the minimum payment rate. These values are critical to the cost of the pro- ’ 
gram and (the other side of the same coin) the amount of assistance it provides. 

These parameters are of two typeb: research-based and judgment-based. In a few cases they re- 
present a mixture of the two types. This , distinction is important because the weight which should be 
accorded to the Battelle recommendations differs substantially depending upon which type of parameter 
18 under consideration. The research-based parameters are based upon some type of research finding ' 
which IS reported in this report. Because the, Battelle staff members have had considerable opportunity 
to examine these parameters from a position that includes no vested interests in higher or lower pay- 
ments to districts nor lower or higher federal spending on impact aid, the Battelle recommendations on 
trie research based -parameteriV should, we believe, carry some weight. 

^ judgment-based parameters, however, the situation is quite different. In these 

cases Battelle s research has not (and Battelle has concluded that no amount of research could) led to 
precise values and there is no strong reason to assume that the parameters used in the preceding 
recommendations are substantially better than others that might be adopted. 



The Research-Bai^ad Parameters 



The 3 percent eligibility and absorption provision is based upon the concept of paying only for above- 
evvurage federal impact. This concept and the resulting calculation of 3 percent is research-based. The 
payment rate of 40 percent for (b) pupils and the use of the concept of 40 percent federal responsibility 
for such pup.ls is also research-based. However, the research upon which it is based is basically vaUd 
only in ranges of 5 percent. In other words, we are confident that the rate should be 40 percent rither 
than 45 percent or 35 percent for all (b) pupils considered together but are not prepared to defend a 
40 percent rate against a contention that the rate should be 41 percent or 39 percent. The decision to 
treat military dependent (b) pupils the same as civilian dependent (b) pupils gave .ome we^ 
mimstrative convenience of the same rate for both groups and, on the basis of incomplete Lidence can- 
celled the effects of lower than average per pupil costs of the military dependents (who are concentrated 
in the lower cost grades) with the lower than average economic stimulus of the military families (who'pay 
less taxes to the jurisdictions in which they live due to the Soldiers and Sailors Civil Relief Act and 
stimulate local economies less because of the PX and commissary systems). 

The threshold for eligibility for the negotiated payment provisions of 50 percent of ADA as equiva- 

IZ ft interest in predominant in the district 

the federal government could no longer let the local tax rate control the federal payments, but rather 

should guarantee a minimum standard of education. It could, however, be argued that this federal respon- 
sibility should begin when one-half of the students (counting the (b) at 100 percent) are federally con- 
nected rather than when one-half of the federal equivalent students (counting the (b)s at 40 percent) are 
federally connected or at any point between those two points. 
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Baains the per pupil federal contribution on the tax rate c)£ the district and applying that rate to^tte 
state average tax bas^ i. a research-based conclusion (the modt likely tax base .n the event of 
impact) but could be varied on the assumption that the federal government as a ma er o p icy g - 

i'prolwe a somewhat higher standard than state average in order to reflect the federal government s 
interest in a higher than average standard of education for 'its students. 



The Judgment-Based Parameters 



The most important judgment-based parameter - one to which the costs of the program are highly 
sensitive - is the minimum payment provision. This provision was, in the recommendatmns, set at 

one-half the national average per pupil operating costs in the year for which 2 yeLT 

The current provision sets this minimu ' at half national average per pupil operating costs y 
previous. sLause the purpose of the pro^d8ion is equalization among states, it can be argued t a 
Lnimum should be set so high that the average per pupil contribution in every state should be the 
same - in which case the minimum payment would be the national average per pupi cos s. n e 

zation among states and a desire to avoid higher program costs. 

The second major judgment parameter Involves the richness cut-off, which in the recommended . 
program is set at 1. 25 time, state average assessed value ,ier pupil. The trade-off here is between the 
risk of undercompensation of net burden on rich districts whose richness was not caused by the federal 
Bovernment and higher program costs. This parameter could have been set as low as 1. 0 times state 
Lerage. Or it could be eliminated entirely, thereby letting any district receive funds regardless of its 

wealth. 



The other significant judgment parameter involves the minimum and maximum payment levels to 
the negotiated payment districts. 

Dealing with these three parameters will inherently involve judgments. No amount of research 
would ever be able to indicate a single correct parameter. 



THE NEED FOR FURTHER STUDY 



It is customary at the end of any research report to emphasize the large quantities of additional 
research necessary before action may be taken on any important subject These conclusions stem neces- 
sariiy from a researcher's understandihg that he can never exhaust all the nooks and 
subject he might study or the researcher's fear that his recommendations might actually be adopted 

without further review by him. 

To some extent those principle, apply to this report. The Battelle team would 
consulted with more school personnel than were visited in this study. We would have liked to have talked 
to state education officials in all the states rather than half of them. We would have liked to have traced 
dowl and documented every single example of underpayment and double payments under the — ‘ P^“ 
gram. We definitely would have liked to probe more deeply into the state of Indian education w^J^* 
might be done about it. We would have liked to perfect the financial data provided by states and dis ric s 
to the point where precise calculations of entitlements for states and districts would be made for every 
possibL combination of student counts, local contribution rates, deductions, absorption, jut-offs 
of rich districts. Despite these understandable desires to do more of everything, however, we do not 
recommend further study in the case of the current impact aid program. 

Naturally, the districts and states that would be affected by the recommended program and the 
various reproseutatives of the people who are forced to pass upon those recommendations wtU want to 
review them in detail. However, we are doubtful if further study would yield conclusions strikingly dif- 

ferent from those recommended here. 



)j<The minimum could even be set et zero. 
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The coats of delay in changes in impact aid are subsUntial - particularly so long as delay means 
continued fights in the Congress, uncertainty and confusion about the program in the districts and, most 
important, continued overpayments in many districts and underpayments in others. We are quite cer- 
tain that the costs of delay exceed any possible benefits from postponing actions and therefore do not 
recommend continuation of examination of the impact aid program to the detriment of immediate action 
to improve that program. 



* 
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APPENDIX A; COMMENTS OF SCHOOL OFFICIALS 

ON IMPACT AID 



Battelle's questionnaire, a copy of which will be found at the end of this appendix, was used both 
as a method to acquire financial data and as a way to determine what local education officials thought of 
the current impact aid program. This appendix reports some of the highlights of the analysis of the 
questionnaire responses . 

In general, there is considerable satisfaction with the current P. L. 874 program on the part of 
those who benefit from it. Only 12 percent of the respondents indicated dissatisfaction witli the pro- 
gram. On the other hand some 35 percent of the respondents feel that they are undercompensated by 
the current impact aid formula. There is general acceptance of the role that the states play in adminis- 
tration of impact aid, though 20 percent of the respondents indicated that the states should be involved 
less than they are now or not at all. The majority of respondents (59. 4 percent) feel that if Congress did 
not appropriate enough funds to pay full P. L. 874 entitlements that each system's entitlement should be 
reduced by the same percentage. By contrast 15. 3 percent preferred a priority for systems with a low 
per pupil tax base; 9. 7 percent indicated that priority should be based on 3(a) students and 8.6 percent 
indicated a preference for priority to districts that get a high percentage of their total budgets from im- 
pact aid. The remainder had no opinion or suggested- other priority systems. 

All P. L. 874 recipients were asked if they thought the present P. L. 815 eligibility provisions 
made it too difficult to qualify for assistance. Some 54 percent replied that it was too hard to qualify, 
a 32 percent said that the qualification requirements were about right, A special questionnaire for 
P. L. 815 recipients indicated general satisfaction with the administration of that program. About 39 per- 
cent of the respondents to this questionnaire indicated that they were undercompensated by P. L. 815, 
about the same percentage that felt they were undercompensated by P. L. 874. 



Comments o;. P. L. 874 



Many of the superintendexitS| made additional comments about P. L. 874 and P. L. 815 on the ques- 
tionnaires. Many of these comments told about problems with the present programs. Many praised the 
present programs. There were many recommendations on how the administration of the laws could be 
improved or how the formula might be changed. Table A.l shows a summary of responses about 
P. L. 874. The most talked about problems were the uncertainty of the program and the timing of the 
payments. There were also many problems arising from the way the program is administered and the 
conducting of the student surveys. There was much dissatisfaction with the present formula. This can 
be seen by the large number of changes thqt were recommended both in the formula and in the method of 
making the student surveys. 

The uncertainty of the P, L. 874 funds causes very severe problems for many superintendents. 

They find it impossible to make any sort of a budget without knowing in advance if they will get any funds 
from P. L. 874 and how much they will receive. One hundred and thirty-one of the superintendents who 
mentioned this problem stressed the need for the program to be fully funded. One fourth of these 
stressed that P. L. 874 must be made more permanent and cover a longer span of years. Forty-one 
superintendents felt that if full entitlements were not paid, they should know the rate and percent of 
financing well in advance of the school year so that they could prepare their school budgets. A number 
of respondents mentioned the inconvenience of having to go to Washington every year and fight for the 
funding of P. L. 874. The typical respondent in this group stressed the fact that it was an obligation of the 
federal government to pay for the schooling of these pupils, that the federal government had recognized 
its obligation when it enacted this legislation, and thal tlie school districts therefore had a right to these 



*«*Battolle has turned over to the Office of Education a i-omplete card deck on all the questionnaire re- 
sponses. There is enough material in those cards to provide the data base for at least a dozen good 
doctoral disscrlations on the impact aid program. Students of educational administration might find 
impact aid to bo a useful dissertation tojiic, and in thi* process could add to public understanding of 
the program anti its consequences. 

❖❖Percentages in the text relate to the )>ercentage of tliose answering a parliiailar question. This num- 
ber is approximately 3,000 in all cases. 
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TABLE A . 1 . ANALYSIS OF OPEN-ENDED RESPONSES ABOUT P. 1,. 8 74 



Type of Comment 



Number 

Responding 



Problems arising from uncertainty of program 
Problems related to timing of payments 

Problems with student survey and suggested improvements 
Comments about undercompensation of payments 
Problems with administration of the program 
Other problems 

Other comments about administration of the program 
Praise of the pi'ogram 

Stressing in^portance of the program t»> the <iistrict 
Recommended changes in the formula 
Other comments 

TOTAL 



360 

153 

73 

173 

45 

16 

16 

VO 

145 

262 

25 



1 , 358 <^) 



(a) This figure is not the total number of superintendents who made com- 
ments. Many made comments which fall in more than one of the 
above categories. 

Source; Questionnaire for Recipients of School Assistance to Federally 
Affected Areas. 



funds. Many expressed opinions similar to this comment made by a superintendent in Oregon, "I can’t 
understand how a government can spend $35,000,000 on a plane or $55, 000,000 on one submarine and be 
so stingy with school aid which under tlie present formula is paying only 1/3 to 1/2 to actual student 
cost. It makes one realize that this .country is rotten to the core and will fall like an overripe apple 
one of these days. How can you teach kids in school to respect a governiuent which raises the pay of 
its legislative and judicial people each more than it would cost to help educate dozens of kids in school? " 

The next most talked about problem was that of the timing of the payments. The following 
comment by a superintendent in Texas is typical of many of this type of comment: "We have the student 
load starting September I each year. Due to this we have to buy all supplies and instructional equip- 
ment. We have to pay for this Immediately and the 874 money Is delayed several months and some- 
times pnly part of it is paid. When Congress has approved it for payment, then the Budget Bureau 
holds up payment. This is wrong and not fair to the schools. " 

Thirty-seven superintendents said the full entitlement should be paid during the school year in 
which the expenses are incurred. Fifty said either that all payments should be made earlier or that the 
first payment should be made earlier. Some of the other recommendations were (1) entitlemehtS 
should bo paid before October 1, (2) the school district should be allowed to claim in September at least 
50 percent of the previous year's eligibility, (3) payments should be made quarterly, (4) payments 
should bo made on fixed dates, and (5) pay up to 90 percent of entitlement upon completion of the appli- 
cation. Several said the Bureau of the Budget should not be allowed to hold up payments. 

Many superintendents felt that the membership survey was too much of a burden on the patents. 
Some said that many parents refuse to cooperate at all, that they feel the questions asked are an in- 
vasion of privacy. This moans that In some districts federally connected ADA are significantly under- 
counted, thus lowering their potential entitlement. This problem is especially bad in large cities. The 
respondent from Now York City said that In 1V67-6H only 48 percent of the survey forms were returned. 
There were many iiuggesttuns on how the studcJit survey could be simplified »>r elinUnated. fifteen sug- 
gested that the inf<»rmation bo obtained when the child enrolls in school. The count could tlien be taken 
from the school records. Twelve more suggested that llui information be gotten from the federal instal- 
lations where the parents oi the children arc cinployt^d, .Several suggested that the student survey be 
niade only oncr’evi-ry three years or every two years find tliiit the same percMjutago of eligible students 
to total ADA be used for three (two) years. Several said there slumld be only one survey form per 
family instead of a fi»rin for each child. Some said that as long as federally i onnccteci parents live in a 
district, one form shouJd be sufficient, they should not have to keep filling llioin out. One said that a 
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base year should be established and from that poirt only additions and deletions to the lis‘. of eligible 
students should be counted. Another thought that foster parents or guardians should count. Another 
suggested that federally connected employees be determined from the Internal Revenue Service and the 
money be allocated to the states for distribution. 

A few volunteered the comment that the P. L. 874 program was well administered. Several added 
that the state representative was very helpful with their application. Most of the others commenting on 
this subject were dissatisfied with the administration of the program. They said that the forms were 
too complicated and should be simplified. They felt there is too much paperwork involved in makin'g an 
application. Some said that the formula is too hard to uiiderstand. Others said that better instructions 
for filling an application are needed. Some thought much of the information could be provided to the 
Office of Education by the state department of education. Some said .that they had problems finding dis- 
tricts that were comparable to them. Some thought the program was not publicized enough. One super- 
intendent in Illinois claimed that he had been eligible for several years before he found out about the pro- 
gram. There were complaints that the visits by HEW rejjresentatives to check student surveys cause 
delays and arc not necessary. It was also said that different field representatives use different criteria 
in checking the surveys. Ten thought impact aid funds should be distributed by the state representative. 

Many superintendents liked the minimum of "red tape" that goes with the receipt of impact aid 
money. They felt that it is the best of all federal aid programs because it is non-categorical aid. They 
can put the money where it is most needed in their educational program and they feel that they are best 
qualified to do this. Some one hundred and forty-five superintendents stressed how important impact aid 
is to the survival of their school system. Many said they depended heavily on the receipt of impact funds 
and that, if P.L. 874 were eliminated, it would work a hardship on the local taxpayers. Some said that the 
legal limits on property taxes would not allow them to raise enough money locally to continue their pres- 
ent educational program without impact aid. Twenty-three said that if P. L. 874 were eliminated they 
would probably be forced to close. Many more said that receipt of P.L. 874 funds allowed them to provide 
a good education to all of the children in their district. A school superintendent of a predominantly Indian 
school district in the Southwest describes his situation as follows; "ABC s.chool district^!* with Indian 
allotted land has an extremely low tax base, 87 percent dilapidated housing, and two completely deterio- 
rated business communities with no industry in the school district. (It is a) Mining town but the mining • 
of lead and zinc has historically become only a memory. The area of the school district is 16 square 
miles. We are ghetto rural style. Federal funds have equalized our educational situation to make our 
school average in our area (below national average) in facilities, supplies, and teachers salaries. With- 
out the present level of federal assistance we could not operate, low income area, low tax base (20 per- 
cent adequate), greater needs from our students because of the low depressing poverty economic base. 
The 1967-69 levels of financing 874 will allow us to operate at minimum levels educationally. Kids need 
more educational opportunities in this type of environment. " 

There were many other problems mentioned. In school districts located near military bases, the 
continual transferring in and out of military personnel was said to cause increased costs because the 
children must go through a readjustment period when they enter a new school. It was pointed out that 
because military* people come and go they don't take much interest in the community. This causes prob- 
lems in operating schools for these people. Further, it was stated that military people do very little to 
support the local economy, not only by their failure to pay property taxes but also because they can buy 
things on the military base without paying sales taxes. In some states money from sales taxes goes 
towards education. 

Several pointed out severe problems associated with Indians. These school districts usually have 
large portions of their land taken up by Indian reservations, thus they have a very low tax base. Fur- 
ther, they claim that there are many problems involved with educating these children as they are gen- 
erally from economically deprived areas. There is often extra money required ftn- transportation as 
they are usually very spread out geographically. 

Many comments were made by those who thought they were being undercompensated by impact aid 
payments. Ninety-one superintendents sajtl that they shuttlcl he paid on the actual cost to them for each 
federally connected student in average daily attendance. Another twenty -seven, .said that the entitlement 
should be based on the current year. Twenty-.six .superinlendc’iits said that students residing in low rent 
public housing should be included in P. L. 8 74 because lillU* t.ixe.s c.ould be collected from the place of 



>!<The name of the sclmol district has been omitted. 
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residence of the parents and further that these students usually cost more to educate because they, are 
from economically deprived homes. Ten others felt that children of federal employees who work on 
land which is leased by the federal government create as big a burden as other federally connected 
pupils and should be included with the 3(b)'s. Six said that it was unfair not to count employees working 
in the Post Office, 

Many people expressed concern about 3(bi students. They stressed the fact that the place of work 
of their parents was not being taxed and that they caused a definite burden on thc| school district. Twelve 
felt that they should be paid more than 50 percent of the rate for 3(a) pupils. So.Tie said that if the 3(b)'s 
were eliminated tbley hoped that it would be phased out over a period of several years so that the burden 
would not be felt all at once. Six persons said that 3(b) payments are not justified. One of these in 
Oregon said, "There is absolutely NO LEGITIMATE BASIS»!« for the payment of such funds to school dis- 
tricts when the people involved who are working on federal projects are taxpaying homeowners of the 
district. When there is indeed a FEDERAL IMPACT because of an influx of kids because of federal 
activity in the area or when the federal properties are not providing property tax revenues, there is 
some basis. Both in (ABC) school district and here, the money keeps coming years and years after 
there in any basis for it. WHAT THE HELLi Why not have similar payments for kidS' of state 
employees - county employers - school district |?mployers - mosquito control district employers? We 
will continue to apply for it as long as the "handoit" e.xists from the GREAT WHITE FATHER and the 
application process is not onerous. " ^ 

Eight people said there should be no distinction between 3(b) "ins" and 3(b) "outs". Two people 
said that 3b "outs" should not be dropped from the program. Other suggestions for who should be 
counted and paid for under P. L. 874 included: 

(1) Students whose parents work on federal property and live in trailer camps (they 
should get more than 50 percent of the local contribution rate because trailer camps 
don't bring in much tax money) 

(2) Students of parents employed on activities which surround the federal installation 
which would not be there if it were not fur the federal installation 

(3) Adults in junior colleges 

(4) Civilian personnel temporarily assigned to a federal installation throughout the country 
or world whose families remain in the district 

(5) Students who live in one district but go to school in another should be counted in the 
district where they go to school 

(6) Children of embassy officials in Washington, D. C. 

(7) Children of officials in New York and children of foreign consulates. 

Forty-six superintendents thought that federal property should be assessed and the federal govern- 
ment should pay taxes on their property like other property owners. 

Thirteen superintendents felt that impact aid should be eliminated and be replaced by federal aid to 
education. A superintendent in Massachusetts expressed this view as follows: "The entire 874 program 
is the greatest misuse of public funds for education th^ft has ever been dreamed up. It is a very undem- 
ocratic manner of distributing federal funds. It is nothing more than pork-barrel legislation! Why not 
establish education as a national priority instead of connecting it with federal activities or the military. 
Then attempt to remove the educational burden off the individual home owner. And, the rationalization 
that 874 is better than nothing is pure nonsense! " 

.Sixteen others felt that payment under P, I.. 874 should be deti'rminud by iho soliool. district's 
ability to pay ~ school districts with low assessed valuation of taxable pro)ierty should get a higher pay- 
ment rate. Many others felt that higher payments sliouid be given to those who make a bigger local tax 
effort. 

* « 

Thirty-five said that paynumts should be based on average daily membership rather than average 
daily attendance. They pointed out tiiat they have to h.ivc a teacher and space for the child whether he is 
present or not. 



‘•'^Eniph.is is in original. 
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Several felt that comparable districts should bu eliminated. They say that basing payments on 
this method overpays some and underpays others. Some recommended that all payments be based on 
the national average ptsr pupil expenditures. One said that payments should be made based only on 
state groupings. 

> 

Five .Maid that tbs states should hot be allowed to reduce state aid because of impact payments. 

One said that adjustments should be made for states providing a large part of current expenses. 

One suporintendeht thought that the percent of federally connected pupils required for qualifying 
for P. L. 874 should be raised, two others 'ihought it should be lowered. One said that large districts 
should be required to have Only 100 federahy connected pupils or b percent federal connection in order 
to qualify. Another said thalt paymentt^ should be made only for an increase in enrollment caused by the 
federal government. 

Several superintendents recommended formulas which were based on the burden to the school dis- 
trict caused by the federal government. One said payment should be the net revenue loss from tax 
exempt federal property and added school costs resulting from such properties. .Several said that the 
amount of money raised by local taxes, state aid, f^eral income, and any other income should be sub- 
tracted from the cost per student. The difference i* the federal obligation. One said that the difference 
between the amount received per pupil from the stat s and the state average cost per pupil should be 
paid. 



One superintendent felt that the exclusion of pre -Kindergarten pupils is inequitable. Another argued 
that the inclusion of grades 13 and 14 in some states and not others is discriminatory and not equitable. 
One cautioned that with any formula *'care must be taken to prevent small, unorganized districts from 
using this source of funds to resist consolidation, reorganization or other measures designed to provide 
quality education. " ... 

If P. L., 874 is not fully funded, some felt priority should be given to Section 2. One felt priority 
should go to districts with the highest percentages of federally connected students. Another felt priority 
should go to districts with the highest percentages of disadvantaged children. 

Two superintendents felt that the percentage "loss of real property" needed to qualify for Section 2 
of P. L. 874 should be reduced. One said that the Section 2 payment should be made on the basis of total 
millage voted by the district. Another said compensation should include any bond obligations which were 
on the land taken by the federal government. One superintendent said, "The required annual visit by a 
representative of HEW to check all districts before receiving payment under Section 2 is expensive, de- 
laying, and not necessary. Once the district has been visited and the facts ascertained, additional claim 
made by the district could be certified by the local taxing authority. Administration and payments made 
under Section 2 has been poorly administrated. " 

There were a few superintendents who were very provoked by the Battelle questionnaire. Several 
of them felt they should be reimbursed for the time it took them to fill out the questionnaire. Three said 
that the money spent on the study should have gone to the local districts. One of these said, "I have one 
very strong reaction. I would like to have seen the money being "wasted" on this survey distributed 
directly to the districts. I must answer at least three or four surveys of this type every month. I'm 
getting tii'ed of doing it, as you can plainly see. What the districts in California need is more money, 
not more surveys. " 



Comments on P. 1.. 815 



There were a number of comments about P. L. 815. Table A. 2 shows a summary of these com- 
ments. A largo portion of these, one hundred end thirteen, were related to problems with the present 
formula or problems in qualifying for aid under the current formula. Tliere were also a large number 
of problems which are caused because of the lag in fumiljig of P. L. 815. There were many comments 
about the way the program is administered, state participation in administering the program, and recom- 
mended changes to tlie formula. There were fifty-three giving reuson.9 why they had not applied for 
P. L. 815 funds even though they thought they would c|uulify. There were also a few comments complain- 
ing about the federal requirements anti a small number praising the present P. L. 815 program. 
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TABLE A. a. SjUMMAKY OF COMMENTS ABOUT 
P. L. 815 



Type of Comment 


Number 
of Comments 


Related to lag in funding 


99 


Administration of 816 


74 


Problems with present formula 


113 


Recommended changes to formula 


62 


Reasons for not applying 


53 


State participation 


53 


Federal requirements 


14 


Praise of 815 


10 


Total 


478 



Source: Questionnaire for Recipients of School As- 
sistance to Federally Affected Areas. 



Forty-three superintendents said that P. L. 815 should be fully funded. Seventeen said that by the 
time the payments were made on past projects the initial entitleiTient for which they had qualified was 
not large enough to cover the current construction costs or that their building needs had increased and 
they had to do more building. Another twenty-nine said there were too many delays in getting their 
money and the lag caused many problems. One superintendent coinmenting on the problem of funding 
said, "It is ridiculous to recognize a need and responsibility by a law and then fail to "fund" this pro- 
gram, or to "fund" it two years after the pupils enroll and housing becomes inadequate". One superin- 
tendent said that if a project is approved and the money has been appropriated by Congress, the Bureau 
of the Budget should not be permitted to withhold these funds. Another said that often a community is 
promised P. L. 815 money and receives part of it. The community goes ahead and begins the project. 
Then the money doesn't come and the local district is stuck paying for the whole project. Two said that 
if the original allocation did not cover the cost of a project, the local district should be given enough 
money to complete the project. Three said that if 815 was not fully funded that every district should 
receive part of their entitlement rather than forming priorities and giving money to only a few districts. 

Only seven superintendents volunteered a comment that P. L. 815 is well administered. Three 
thought the field representative was very helpful. Seventeen thought that there is too much paperwork 
involved. Seven thought that the money should be distributed by the state representatives. Four thought 
that the field representative should have more authority in administering the program. . There were many 
claims that projects were held up by the federal government. "They were alow in declaring eligibility, 
they were alow in sending information about the states of the applications, they were slow in getting in- 
formation and funds to the local districts, they were slow'in making audits, and they were slow in ap- 
proving building plans. " Some pointed out that it was a waste of time to have building plans approved by 
both the state and federal governments. One said that all program planning and building construction 
should be' left up to the state and local districts. 

SIk superintendents said the federal government caused excessive delays in getting bids for equip- 
ment because of government regulations and checking. Two complained about the federal regulfitions on 
wage scales which resulted in higher construction costa. One superintendent wanted to purchase mobile 
classrooms because he knew the federal impact would be only teniporary but said federal regulations 
under P. L. 815 would not allow this. He therefore had to spend more money than was necessary. One 
superintendent said, "Some federal requirements caused unnecessary expense, wasted time, asid ac- 
complished nothing". Three superintendents claimed that problems arnsv. because of differences in 
federal and state requirements. 

There were many who thought it is too hard to qualify for aid under the present formula and there is 
too much rod tape. Two said they have more federally connected pupils than non-federally connected 
pupils and they liad never rcceive.d any P, L. 815 assistance. One pointed out that "the percent restric- 
tions in a given year do not take into account a consistently steady increase over a period of years 
which I an in the long run cause th« same construction probhmis for a district". Another said, "The 
policy that allows payment only one lime on a i liild is not realistic. The sann* iliihl who is in 
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elementary school grows to need a junior and senior high school". A number felt that if they were 
eligible for P. L. 874 fundii they should also be eligible for P. L. 815. 

There were niany complaints about the preseait formula: It doe.s not allow them to build the type 
of building they n«.-ed to support their educational needs. They feel tliat they are capable of knowing the 
type of building they need. It does not allow them to plan ahead. It discriminates against those who 
make a local effort. If they build on their own, they no longer have unhoused pupils and therefore are 
no longer eligible. It does not pay for the replacement of obsolete and unsafe buildings. P. L. 815 funds 
underpay because they are based on minimum school facilities and many feel minimum school facilities 
are not adequate. Some would like to have fewer pupils per classroom than minimum facilities allow. 

In regard to this, one superintendent said, "The formula that determines the capacity arbitrarily by the 
number of square feet in a classroom without considering the school'.s program, is unrealistic. For 
instance, if you have 15 fifth graders in a classroom that could hold 30, and 45 sixth graders In a class- 
room designed for 30, it is unrealistic to say that you have adequate housing because there is room for 
15 of the sixth graders in the fifth grade room. The bodies may fit, but the educational needs of the stu- 
dents Would not be provided for". 

There were many suggested changes in tlie formula. Sumo said the required percentage increase 
in federally connected pupils should be lowered. Others said there should be no required increase in ^ 
the non-federally connected students. .Several said the payments should be based on the current cost of 
construction. Maky said that payments should be based on the number of federally connected pupils in the 
district, not on a percentage increase. Some said that capital costs should be added to operating ex- 
penses. Some thought that a longer projection of membership into the future should be allowed. One 
said, "The requirement that children be unhoused before qualifying for P. L. 815 condemns a school to 
perpetual crowded conditions that are not educationally desirable. A school should be allowed to build 
for future enrollments when they are certain". Some said that 3(b) pupils should be paid 100 percent 
instead of 50 percent of costs. 

There were a number of reasons given for not applying for P. L. 815 funds by people who knew 
they were eligible. Nineteen said they knew there was not enough money available or that they would be 
low on the priority list. Eleven more had not applied because it was too difficult to qualify. They said 
they did not have sufficient staff to process the papers and meet the deadlines. Six said they had not 
applied because of the lag in time. They said they need schools now and could not wait. Seven had not 
applied because the amount they would have received would not have covered the increased costs which 
would be caused by the federal requirements. Sonne said the amount of money involved was not worth 
the effort. Four said they had not applied because they did not understand the requirements. One said 
he had not applied because ho was not bonded to capacity. One said he had pot applied because the field 
representative has too much authority in determining eligibility, building size, type of construction, use 
of buildings, and contents of buildings. Two said they had not applied because the Corp of Engineers 
provided additional school facilities. And one said that he thought he could get more money by waiting, 
since he thought his peak increase in federally connected students would be at a later date. 

Only a few volunteered praise for P. L. 815. Two said the amount paid was equitable. Two said 
815 money was a big help, Two more said they would have had to close if they had not received it. Four 
said 815 was a good program. 



The Battelle Recommendation in Relation to the Comments 



The Battelle recommendations differ substantially from the oomnicnts of the superintendents, par- 
ticularly in the method recommended to determine the number of students fur whom entitlements will be 
paid. Because the recommended method would pay many districts less than what (hey now receive, the 
recommended method is inconsistent with the preferences of superintendents who believe that the current 
progrant does not pay them ejiough. 

On the other hand, the other aspects of tlie recummended program are quite ro.sj)onsive t<j the com- 
ments t)f tlu* superintundents. In the case of P. 1.. 815 tlie recomnicndod prograjn would solve practically 
all of the problems discussed above by altering P. 1.. 815 to conform ti' the principles of P. L. 874. In 
the ease of 1^. h. 874 the situation is more complex. 'I'lie primary problems cited were those of timing 
of payments ami uncerluinty -• both of which stcju from the. disagreements over the appropriate size of 
the program between the Executive Branch and the Congress. If the recommended program is accepted 
by both the Executive Branch and the C'.ongress, it would .solve the problems of uncertainty and timing, 
but if it is not, its existence may simply add fuel to an already flaming controversy. 
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questionnaire for recipients of school assistance 

TO FEDERALLY AFFECTED AREAS (SAFA) 



Your cooperation in tilling out this questionnaire and returning it promptly is necessary to make sure that Battelle s study of 
tlic impacted areas program (referred to as SAFA in this questionnaire) fully reflects the importance of the program to your 
school system and your views on the program. If you have questions about the questionnaire, please call Miss L. Brown at Battelle 
(614-299-3151, Extension 3304). 

You will find it helpful in answering theste questions to have available a copy of your application for SAFA funds for Fiscal 
Year 1968 (.luly 1, 1967, through June 30, 1968) and a financial statement for your school system for the fiscal year closest to 
the 1967-1968 school year, showing yoUr various sources of revenues. For some of you, this will be a fiscal year beginning in the 
fall of 1967 and ending in the fall of 1968; for ot^ers it will be a fiscal year starting in July, 1967, and ending in June, 1968. If 
your financial records are on only a calendar year bijsis, use your calendar 1967 financial records. If you have both fiscal year and 
calendar year data, please use the fiscal year data. Please use this financial data in answering questions calling for the 1967-1968 
school year information. 

To minimize data-processing costs,- please record your answers on the lines provided to the right of file questions. Place only 
one number on each line. The position of the decimal point or commas for numerical answers has been indicated in the answer 
space. The small numbers below many answer lines are for Battelle’s data-processing purposes only. 



identification 



(Enter only those items not shown, or shown 
incorrectly, on the label above.) 



Name of school system 

Name of person filling out questionnalre_^_ 

Position of person filling out questionnaire 

Address of local .school system 






City 

Telephone number of person filling out questionnaire 



State 



Area Code 



Number 
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Zip Code , 



Extension 



PART 1; GENERAL INFORMATION ABOUT YOUR SCHOOL SYSTEM 






I. What type of community does your school system serve? (Enter one number from list below 
which most closely describes your community on the line at right. If your school system has 
the same boundaries as a county, please use either (9) or (10) below.) 

Large Urban Area (metropolitan population over 2,000,000) 

(1) Central city. (2) Urban fringe (between city and suburbs), (3) Suburban 
Medium Urban Area (metropolitan population 200,000 to 2,000,000) 

(4) Central city, (5) Suburban, (6) Mixed suburban and rural 

(7) Small Urban Area (metropolitan population under 200,000) 

(8) Primarily Rural Area 

(9) County unit, primarily urban 

(10) County unit, primarily rural 

(11) Other (specify) 



Indicate the range of grades taught in your system. 

Enter number of lowest grade taught (Use “0" for kindergarten) 

Enter number of highest grade (Use "14” for two year junior college) 

NOTE: In answering this and other questions please make sure you use the far right- 
hand box, that is fdr a system starting with the first grade enter „ 1, not.l 

Indicate your estimate of the proportion of your non-Federally connected employed parents 
whose jobs are within the boundaries of your school system. A suburban .system will likely have 
few parents v/orking within school system boundaries’, a cbjjUal city system will have a much 
larger percentage. (Enter appropriate category number at 

(1) Less than 25 %, (2) 25% to 50%. (3) 50% to 75^4) MoK^^han 75% 



11 



13 



4. Wliat proportion of your property tax base (assessed valuation of taxable propei^y) would you 

estimate is residential property? (Please give best estimate even if you are not certain.) about _ 



% 



5. What is the number of full time equivalent students per full time equivalent classroom teachers 
in your system (1967-1968 school year)? 



17 



What is your competitive position in teacher salaries? Most systems in your area offer salaries: 
(Enter appropriate number at right.) 

(1) Higher than yours, (2) About the same, (3) Lower than yours 



20 




PART 2: FINANCIAL INFORMATION ABOUT YOUR SCHOOL SYSTEM 

(Please remember to enter your answers so tliat the last figure 
you enter Is on the far right-hand line.) 

7. What was your scluiol property tax rate (in mills per dollar or dollars per tliousand dollars 
of assessed value) applicable for the tux year moat closely corresponding to the 1967-68 
school year, or calendar 1967 if your lax year Is on a calendar year basis? NOTE: If your 
school system is fiscally dependent (i.e., a branch of some other level of government with- 
out taxing powers of its own), enter the rate of special or earmarked* taxes, if any, below 
and enter the number "I" on the line at riglrt. 

Rate (mills) for cunent operating expenses. . 

Rate (mills) for other (specify) . . ; 

*By “Earmarked” taxes we mean those deslQnated before they are received for education purposes specifically. 



ilUBilttliii 
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10. Foir the 1967-1968 school year or your most comparable fiscal year (see iristructions on 
page 1) what was the total revenue received by your school system from: 



8. Wliat was your property tax base (assessed valuation of taxable property) in 1967? 
(To the nearest dollar) 

9. What is your estimate of your local assessment ratio (the ratio of tax v^uation to 
sales or market price)? 

(Even if you cannot answer the For residential property 

first two items please answer 

the third — even if the answer For non-residential property 

is a rough approximation.) 

For all property combined 



S__,. 

30 



• % 

44 



47 



50 



-% 



43 



School property taxes 


S 






• 




53 






61 


School income taxes 


$ 










62 






70 


School sales taxes 


$ 










71 






79 80(1) 


Other school taxes 


$ 










7 






15 


Other Local Sources 

Appropriations Received from Local Governmental Units 










(*..g., city or county) 


$ 


.. 




• 


16 






24 


Distribution of County Income Taxes 


$ 






• 




25 






33 


Other local tax distributions to your school system (Where your syifem 
levies at a fixed rate, e.g. 25 millij include in “school system's own taxes" 
above, but if, for example, you get some fixed percentage of receipts 
from a particular tax like a license or cigarette tax include the amount 
here) 


$ 






• 




34 






42 


Other school system receipts (tuition, transportation fees, gifts, rents, 
earnings from investments (net, not gross), proceeds from lunch and 
milk programs, etc. 


$ 






• 


% 


43 






51 


Revenue from State Sources (including federal money received through the 


$ 








state, where the federal portion cannot be separately identified) 






• 




52 






60 


Revenue from Federal Sources 


$ 








ESEA Title I 






• 




61 






66 


SAFA (impacted areas) 


$ 






• 




69 






76 B0(21 


Other federal programs 


$ 

7 






• 

14 


Other Sources (other school districts, etc.) 


$ 






• 




15 






22 


TOTAL REVENUE ‘ 


$ 

33 






• 

32 



o 

ERIC 















« 



NOTE: These financial breakdowns arelcomparable (with minor exceptions) to those 
used in Office of Education Handbook I, “Financial Accounting for Local and State 
School Systems". Any difficulties in c&tegorizing revenues can be resolved by con- 
sulting that Handbook or calling Battelle at the number given on the first page of 
this questionnaire. 

1 1 What were your total current operating expenditures for the 1967-1968 school year? (Include 
Administration) Instruction, Attendance, Health, and Pupil Transportation Services, Operation 
of Plant, Maintenance of Plant and Fixed Charges - Handbook II Reference Account 
Numbers 100, 200, 300, 400, 500, 600» 700, and 800 Series.) S 

33 



PART 3: LOW-RENT PUBLIC HOUSING 



1 2. Have you any enrolled students who reside in Federally financed low-rent public housing? 
(1) Yes, (i) No, (3) Don’t know of any (Enter number of answer at right.) 



13. If you know about how many of your enrolled students reside in such low-rent public 
housing, enter the number at right. 

44 

14. In the last three years did your school system participate in any phase of planning of new 
low-rent public housing projects? If yes, please enter “1” on the line at right and describe the 
participation briefly in the comments page at the end of the questionnaire. If no, please 
enter “2” at right. 

50 

15. Did your school system receive any “payments in lieu of taxes" related to low-rent public- 
housing projects during the 1967-68 school year? Enter “1" if yes, and record the amount 

on the second line at the right; enter “2” if no; enter “3" if you don’t know. _ 

51 
52 



PART 4: QUESTIONS RELATING TO PARTiaPATION IN 
IMPACTED-AREAS PROGRAM (SAFA) 



16. Indicate the section(s) of SAFA legislation under which you received fiscal 1968 funds. [Mark 
“1" on approp/iate line(s)] 

P.L. 8 1 5 (building assistance) 

P.L. 874, Section 2 (reduction of tax base) 

P.L. 874, Section 3 (c) (1) (regular program) 

«Ci 

P.L. 874j Section 3 (c) (4) (hardship cases with more than 50% of pupils on 

Federal property) 

P.L. 874, Section 4 (sudden increases in attendance) 

P.L. 874, Section 3 (e) (unanticipated decrease in Federal impact) 



58 

59 

60 



61 



62 



o 



63 



,,, Ofir* 
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17. Indicate the method elected for determining late of P.L. 874 payment for Fiscal 1968. 

(Enter appropriate number at riglit) 

(1) 50% of the state average per pupil expenditure, (2) 50% of the national average per 
pupil expenditure, (3) BaMd on state groupings, (4) Individually selected comparable 
districts — 

64 



18. Indicate the payment rate used in calculating your P.L. Jj74 entitlement for Fiscal 1968. 
(To the nearest dollar) 










19. Indicate the average daily attendance for the 1967-68 school year by the following classes: 
(Use last SAFA application count for 1967-68) 

Non-Federally connected children 
“3a" (live and work on Federal property) 
“3b 1” (reside on Federal property) 

“3b2" (parent works on Federal property) 
Total of all students 






68 



7 






12 



17 



» 



22 



20. Indicate your estimate of the proportion of your “3b2" students whose parents are employed 
on Federal properties which are located outside the boundaries of your school system. 

(Enter appropriate number at right) 

(1) Less than 25%, (2) 25 to 50%, (3) 50 to 75%, (4) 75 to 98%, (5) Over 98%. 

29 



(NOTE: Most of you, particularly in smaller districts, will be able to make an accurate 
estimate without special effort. In systems without Federal installations the answer is 100%. 
Larger systems may have to estimite this percentage on tire basis of a review of the results 
of the student survey, combined with knowledge of whether major installations are located 
within the system.) 

21. Does your school system make special arrangements contingent upon receipt of SAFA funds 
(for example, an increase in teacher salaries if you receive a SAFA entitlement)? If yes, 
enter "1” at right; if no, inter “2". Please describe any such arrangement in the comments 
section at the end of the questionnaire. 



22. If for strme reason you received only half the SAFA funds you were entitled to in 1968- 
1969 (and knew two years in advance that you would only get half your entitlement), what 
action(s) would you luve had to take? (Enter “1" on each line that applies.) 

None 

Pay less for salaries 
Reduce Hiring 
Borrow money 
Defer maintenance 
Cut .supply purchases 
Increase tuxes 
Other (specify at left) 



31 

32 

33 
3U 

35 

36 

37 



o 



38 



23 . 




If for some reason your SAFA payments for 1968*1969 were double your expected 
entitlement (and you knew two years in advance that this would happen), what would 
you be likely to do with the extra money? (Enter “1" on each line that applies.) 

Nothing 



39 



Reduce taxes (or increase them less) 



uo 



Increase salaries 



41 



Increase supplies and materiah purchases 



112 



Hire additional teachers 



43 



Reduce Borrowing 



44 



Start new special programs 



45 



Other (Specify at left) _ 

46 



PART 5: SAFA ADMINISTRATION AND POLICY 

24. How well does the current SAFA formula compensate your agency for the burdens caused by 
the Federal Government? (Assume that Aill entitlements arc paid.) (Enter proper number 

at right.) 

(1) Overcompensates, (2) Adequately compensates, (3) Undercompensates _ 

47 

25. Can you suggest changes that you think should be made in the current PL 874 payment 

formula? Enter ‘*^1’’ if yes and describe changes in comments section below; enter “2** if no. _ 

48 

26. Do you believe there are alternative and equally effective ways to determine entitlements other 
than the current methods of counting Federally connected pupils each year? Enter ‘*1*’ if yes 

and describe changes in comments section below; enter *‘2" if no. _ 

49 

27. Some school systems find the timing of SAFA payments to be a problem. What is the greatest 
amount of your present entitlement you would be willing to give up if you could receive your 

fuU payment by October of each fiscal year? Express your answer as a percentage. % 

50 

28. In general, how would you describe your attitude toward the current SAFA program? (Enter 
appropriate number at right) 

(I) Highly satisfied with program, (2) Satisfied v/ith program, (3) Neutral, or no opinion, 

(4) Dissatisfied with program, (5) Highly dissatisfied with program. _ 

52 

29. Wliat is your opinion about the role that your State should play in the administration of the 
SAFA program? (Enter appropriate number on line at right) 

(I) State should not be involved at all, (2) State should be involved, but not as much 

us it is now, (3) Present State role is about right, (4) State should be involved more. _ 

53 

30. IX) you think the present P.L. 815 (building assistance) eligibility provisions make it too diffi* 
cult to qualify for assistance? (Enter appropriate number at right.) Please do not consider 
the disaster assistance provisions of P.L. 815 in making your answer. 

(I) Too difficult to qualify, (2) Qualification requirements are about rigiit, 

(3) Too easy to qualify 



31 . If, to the best of your knowledge, your school system has ever qualified for P.L. 815 
(nondisaster) assistance, please enter “1” at right; if not enter “2” at right. If you can 
suggest a formula for P.L. 815 entitlements that you consider more equitable than the 
current formula, please describe it in the comments section. 

32. If you ever, believed that you were likely to be eligible for P.L. 815 assistance, but for some 
reason did not apply, please enter “1" on the line at right and explain the circumstances 

in the comments section; otherwise enter “2”. 

33. If lor .some reason Congress did not appropriate enough funds for P.L. 874 to pay all entitle- 
ments of all districts, please indicate at right the number of the priorities system you would 
consider most equitable: (1) give priority to the school systems that get a high percentage 
of their total budgets from SAFA, (2) give priority to payments based on 3(a) students who 
live, and whose parents work, on Federal property, (3) reduce each system’s entitlement 

by the same percentage, (4) give priority to the school systems with the lowest per-pupll 
tax base, (5) no opinion, or (6) other (specify in comments section). 

34. During its study Battelle will be making visits to many school systems and phone calls to 
others to discuss experiences with the SAFA program and the burdens imposed by Federal 
activity on School systems. If you have special problems and/or opinions you would lik^ 
to express to a Battelle representative, please indicate at right: 

Yes, please arrange a visit if you can (Enter “1” at right); Yes, please call if you 
can. (Enter “2” at right). 



Naturally, with the limited time available for this study it will not be possible to consult 
individually with each of approximately 4,000 recipients. However, Battelle will try to 
contact most of the districts indicating a desire to discuss SAFA further. Also, some 
districts will be contacted, even without an indica ion above, in order to ensure that the 
field interviews cover a representative sample of school systems and special problem areas. 
If there is a special reason why you would like to see a field interview in your area, 
plea.se indicate it on the comments sheet. 



Please check back over your answers to see that you have answered all questions and that your numerical entries end in the 
far right-hand position. This is necessary because the Battelle computer that will process these forms is not very intelligent 
(Ihouglr it is very efficient). For example, if you have school property taxes of $100,000 and answer our question 10 with 
$ 1,000,00 instead of i Q 0 ,0 0 0 our computer will conclude that you are collecting $1,000,000. 

Als<» plea 10 make sure you have only entered one number per line. 
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PART 6: COMMENTS 



Please use this section to eiaborate upon any of your earlier answers and for any detailed answers to *e ^ 

end 5. Indicate the question number to which each of your comments relates. Also use this section for any comments on 
SAFA you want to make which are not covered by specific (luestions in this questionnaire. 
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QUESTIONS APPLICABLE ONLY TO RECIPIENTS 
OF P.L. 815 (excluding disaster assistance) 

I 

ir you huvo never received assistence under P.L. 815 (building ussisttince) or if you have received P.L. 815 assistance only under 
the disaster relief portion of that legislation, you may discard this page of the questionnaire. If you have received P.L. 815 
(nondisaster provisions), please complete the questions below and return this sheet with the main questionnaire. 

1. For your most recent P.L. 815 assistance, what role did the Federal Government play in 
your project? (Bnter appropriate number at riglit) 

P rogram Determinatio ns: (1) Interfered too much, (2) Helped just enough, 

(3) Did not help enough — 

Construction Services : (1) Interfered too much, (2) Helped just enough, 

(3) Did not help enough ~ 



If you answered (1) or (3), please elaborate in the comments section below. 

2. For your most recent P.L. 815 assistance, what role did the state play in your project? 

(Enter appropriate number at right) 

(1) Interfered too much, (2) Helped just enoughi (3) Did not help enough, 

(4) Did not participate » 

If you answered (1), (2), or (3) above, please elaborate in the comments section below. 

3. How did the funds paid under P.L, 815 (assuming full entitlements were paid) compensate you 
for the burden imposed by Federal instaUatlons? (Enter appropriate number at right) 

(1) Overcompensated, (2) Adequately compensated, (3) Undercompensated, (4) No opinion _ 







4. Can you recommend changes In the way P.L. 815 is administered? 

If “yes”, enter ‘T’ at right and specify under comments below. 



COMMENTS 







*4 



so 












If you have additional comments or suggestions which you believe Battelle should consider relative to P.L. 815, please specify 
here. Continue on tiie buck of this sheet, if necessary. 
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APPENDIX B: SOME TECHNICAL ISSUES IN A FORMULA, THAT 
USES TAX RATE AND TAX BASE TO DETERMINE PAYMENTS 



The purpose of this appendix is to consider technical issues that affect the implementation of the 
program recomumended in the report. These technical issues primarily concern the use of tax rate and 
tax base for property taxes in the formula. By comparison to the problems of dealing wi^th property 
taxes, income, sales and other taxes used by school districts present little problem. Those taxes are 
levied against a tax base that is comparable from district to district within the same state. This situa- 
tion does nol; obtain in the case of property taxes. 



To make property taxation workable, a system must establish an identifiable value for each parcel 
of taxable property within each taxing jurisdiction. This task, called assessment, is accomplished in 
various ways in the Unite^l States, depending upon the type of property involved and the differing state 
laws and local practices that are used. Most property is assessed by a local official often fu^nctioning 
at the level of the county. This official generally operates within a series Of guidelines established by 
state constitutions, state laws and, in some cases, by state administrative bodies such as equalisoation 

boards. 



The assessor places a valuation on each property in the taxing jurisdiction. This value is generally 
recorded in tax record books (called "digests", "lists", or "duplicates" depending upon the state) for 
each taxing jurisdiction. The sum of all assessed values can thus be calculated for any school district 
or muncipal or county government that operates schools. With this assessed value measure available, 
it is tempting to utilize it (as many states do) in school aid formulas to indicate relative wealth of dis- 
tricts or, in the impact aid case, as an indirect measure of the economic stimulus of federal activities. 



In using such a measure, however, it is necessary to take into account a variety of situations that 
affect the use of assessed value. These are described below. 



Differences Between Assessed Value and Tax Base 



Significant quantities of property are not reached by property taxation. Generally the properties 
of the federal government, state governments, municipalities, schools, churches and not-for-profit 
foundations and social agencies are not taxed. In addition, some states provide special property tax 
exemptions related to the property of industrial taxpayers used for pollution control purposes, or pursu- 
ant to concessions made to attract new industry. Other states allow special exemptions for the homes 
of elderly persons and some states provide rather sizeable homestead exemptions. The value of tax 
exempt property is by no means trivial; in many major American cities tax exempt property is as much 
as 25 percent of the value of all property. 



Tax exempt property would present no problem if assessment procedures simply ignored the prop- 
erties concerned, thereby keeping the value of such property out of the assessed value figures. However, 
assessments in mhny states include such property even though it is not taxed. Moreover, some tax 
exemption devices take the form of excusing a tax liability rather than not establishing such liability in 
the first instance. Where this is done a tax is actually calculated upon the property. As a result assessed 
value data in some jurisdictions fail to reflect accurately the actual tax base of a community. 



In general, this problem is handled by existing state procedures. Some states exclude tax exempt 
property from their estimates of assessed value. Other states include such property but create another 
set of figures to represent the assessed value of taxable property. In any formula utilizing assessed 
value it is important to so define assessed value that the figures used relate only to property upon which 
tax is assessed and collected. 



Differing Assessment Ratios 



Assessed value data provide a perfectly accurate indication of the tax rale that would be required 
to provide any given level of local educational revenue. However, they do not provide an accurate 

I 
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indication of "real" tax rates required to produce a given level of local revenues. The reason for this is 
the persistence of differences in assessment ratios throughout the United States. The significance of the 
assessment ratio is best understood by an example. 

District A has an assessed value per pupil of $15, 000 and levies a tax of 1 percent (10 mills) 
against this base to produce a revenue per pupil; of $150 annually. District B has an assessed value per 
pupil of $7,500 and levies a tax of 2 percent against this base to produce a revenue per pupil of $150 an- 
nually. The tax rate in District B appears twice as high as in A, but may not be. 

In District A, property may be assessed at 50 percent of true value. Thus the true value of that 
district's tax base per pupil is $30,000. In District B, property may be assessed at 25 percent of true 
value. Thus the true value of that district's tax base is also $30, 000. The real effort required in A to 
reach $150 per pupil is exactly that required in B. A house with a true value of $25, 000 in District A 
would bo assessed for tax purposes at $12, 500 and taxed at I percent making the tax $125. The identical 
house in District B would be assessed at $6,250 and taxed at 2 percent also making the tax $125. Ob- 




would produce unintended results. 

Wide variations in assessment ratios (the ratio of the total assessed value in a jurisdiction to the 
total true value, expressed as a percentage rather than a ratio) are common in the United States. Sepa- 
rate assessment officials in various local governments have created the opportunity for these differences 
to arise. Motive is provided by at least three factors. First, in states with maximum tax rates set by 
state statute or constitutions an assessor can cut the effective tax rate (at the expense of public services) 
simply by keeping the assessment ratio low. Second, in states with state assessed utility property the 
effect of low local assessment ratios is to increase the percentage of total taxes paid by owners of state- 
assessed property. Third, in states with' state aid formulas that try to equalize, the lower the apparent 
assessed value the higher the state aid. Assessors may achieve low assessment ratios passively, simply 
by failing to reassess to keep valuation consistent with price increases. The result of these factors is 
that in some states the assessment ratios may vary as much as 5 to 1 from the highest ratio district to 
the lowest. 

These differences in assessment ratios persist in many states despite the fact that a uniform as- 
sessment ratio may be prescribed by state law. 

I « 

Fortunately, states have a strong interest in eriner equalizing assessment ratios, or in finding out 
the differences in assessment ratios among districts. That motivation arises from three factors. First, 
some states actually levy property taxes and their revenues are reduced by local underassessment. 
Second, the public utilities that are state-assessed have a strong interest in ensuring that local assess- 
ment ratios are comparable to the ratios used in assessing public utility property. Third, states that 
have either a minimum tax rate requirement for state aid distributions or that distribute state aid upon a 
formula utilizing assessed value have a need to translate actual assessed values to equalized assessed 
values that permit proper operation of state aid formulas. 

As a result, most states maintain data on assessment ratios in the various taxing jurisdictions. 
These studies are normally conducted by a state revenue authority pursuant to legislation requiring such 
an authority either to (1) seek to equalize assessment ratios throughout a state or (2) simply to conduct 
such studies so that assessed valuation and tax rate comparisons may be made among the state's juris- 
dictions. The existence of such studies is key to the equitable operation of cCny federal (or state) educa- 
tion assistance formula that incorporates assessed value por pupil. 



In the administration of such a formula, the federal government would have to rely upon the states 
to certify either assessment ratios or equalized assessed value estimates for each of the districts to re- 
ceive impact aid funds, and to certify some type of state average equalized assessed value per pupil. To 
determine whouhor the states could, in fact, provide such data, Buttello has contacted the education and/or 
tax officials in almost all of the states. In a f(?w cases these state officials indicated that the state had 
a strong equalization board that, in fad, has caused uqual assessment ratios throughout the state. In all 
other cisus state data was found to be available. InTnosl states this information is already being used by 
the state either in connection with its state education aid formula or to implement court orders or admin- 
istrative decisions requiring equalization of assessment ratios througliout the state. 
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The Sales -Ratio Study 



Before using such data in a federal school aid formula, it is important to understand how it is 
developed. The basic method for developing assessment ratio information is the sales -ratio study. This 
method takes a sample of recent transactions involving real property and ascertains the selling price.* 
The selling price is taken to be indicative of the true yalue of the property and the assessed value of the 
property is simply compared to that price. Another Approach to the problem of comparing assessment 
ratios is simply to take comparable properties (e.g., frame, three bedrooms, one bath, no garage, no 
basement single family houses near small towns) and.oompare the assessed value of such properties in 
various jurisdictions in a state. Still another approach is to make actual appraisals of property and 
(joiyxpare the appraised value to the assessed value. Those methods are by no means perfect, but tend to 
provide a ‘reasonable approximation of local assessment practices. 

Despite its difficulties, equalized assessed value commends itself for utilization in a formula be- 
cause (1) its use has already been tested for education fund distributions by niany states, (2) it is wideiy 
accepted as a reasonable indicator of financial capability and (3) nothing better is available for mea- 
suring tax capacity and an imperfect (but good) measure is clearly superior to no measure at all. 



Problems With National Averages 



A distribution formula for impact aid that utilized national rather than state average tax base data 
would offer a number of potential advantages. However, this national average tax base approach was not 
used in the discussions of options for payment formulas for the technical reasons outlined below. 



Flexibility. Using state averages of assessed valuation per pupil can be developed to permit the 
states to incorporate other measures of fiscal capacity, so long as they are reasonably related to the 
actual tax system in use in that state. For example, in states using significant sales or income tax 
revenues to finance schools (as is the case in those Eastern seaboard states with dependent school dis- 
tricts) the states could be allowed to develop a measure that included sales tax base (an easily estab- 
lished figure for each taxing jurisdiction) and income tax base (also easily established) as well as the 
property tax base. This flexibility could not be accommodated within a national average framework. 



Equity. Use of a national average would create a number of inequities. These would arise where 
a statraTi^matter of policy adopts a change in tax policy that does not affect taxpaying capacity (which is 
what we are trying to measure with assessed value) but does affect assessed valUe. Two examples can 
indicate the problem. Florida chooses to exempt from taxation a significant portion of the valuation of 
owner-occupied dwellings. To achieve any given level of revenue this means that Florida must have a 
higher tax rate, but this higher rate is not an indication of lack of taxpaying capacity, merely a reflection 
of Florida's decisions on how to allocate property taxpaying responsibilities among its citizens. In some 
states public utilities are taxed heavily upon property through high assessment ratios on utility property 
(and thus a tendency toward high assessed value in the state) and in other states public utilities are 
reached through other forms of taxation. 



Lack of Fiscal Neutrality. If a national-average assessed value were utilized as part of an impact 
aid formula, states would bo given an incentive to alter their tax st ructures in order to increase 
entitlements of districts within the state. To take a simple change, a state that had state-assessed 
public utility property could convert its public utility taxes from a local tax tc> a state tax. The proceeds 
of this tax could then be remitted from the state to the individual districts in relation to the property of 
the utilities in the district and the district's effective tax rate. This transaction would take the assessed 
value of utilities out of the tax base of the districts receiving impact aid and make their situation appear 
worse vis-a-vis a national average. Adoption of honiestead exemptions and similar policies could have 
comparable results. 



*The federal documentary tax on real estette transfers was based upon the value of the property being 
transferred. Thus, even though the selling price might not be revealed by local records (e.g., deeds 
and moi'tgages) it could be calculated with I’easonable accuracy Irom the documentary tax stamps. With 
the repeal of this federal excise many (but not all) states have picked up a comparable tax or required 
recording of price information. 
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Perverse Results . States adopt a number of taxing policies that have significant impacts upon as- 
sessed value per pupil. The effect of these policies ,is uniform throughout a state and thus they do not 
seriously affect a formula using state averages. Hoj^ever, in a formula using national averages they 
would become significant. An example is the taxatic i of motor vehicles. Some states tax motor vehi- 
cles through a personal property tax, thus making th jse vehicles a part of the states assessed value. 
Other states rely primarily upon high license fees, in which case the value of vehicles would not be 
found in the assessed value figures of districts within the state. Also state procedures differ signifi- 
cantly in their treatment of industrial personal property (machinery and equipment as well as 
inventories). 

For these reasons, the formula recommended for impact aid does not utilize a national tax-base 
concept, but instead relates its tax-base calculations to state situations. 




I 
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APPENDIX C: SAMPLE APPLICATION FORMS AND INFORMATION ON 
THE COSTS AND ADMINISTRATION OF THE RECOMMENDED PROGRAM 



Program Costs 



Readers of this report will have noted that the discussion of various aspects of the formula for 
making impact aid payments did not include a separate discussion of the federal budget implications of 
many of the individual changes considered. This omission was intentional - it reflects the fact that 
Battelle sought to develop a program to meet as accurately as possible the economic burdens that federal 
activities place on schools. The costs of such a program were thus not relevant to its design. 



Naturally, school officials in districts affected by the recommendations will wish to consider the 
impact of the recommended program on their own district. To provide a mechanism for this analysis a 
sample application form for the new program is included in this appendix. 

In considering whether to adopt this prograrn, federal officials will be interested in such factors as 
its total cost, the distribution of funds among states fmd even Congressional districts and other aspects 
that would affect the political acceptability of the recommended program. In addition, the relationship of 
the changes in impact aid entitlements to the funds that xnight be made available for schools under some 
other federal program may be considered to be relevant by these decision makers. To provide a asis 
for considering such questions, Battelle has developed a working paper that indicates the data most rele- 
vant to the analysis of alternatives to the approach we have recommended and shows rough approxima- 
tions of entitlements to various districts and statee under the recommended program. ** 

The total costa of the recommended program will depend in part upon several factors on which 
complete data are not available. The first unknown is the extent to which student counts will be reduced 
by the exclusion of certain government-owned, contractor-operated facilities from the program. Be- 
cause not all such facilities would be eliminated from the program, but in those cases where the tax pay- 
ments, in-lieu payments and comparable revenues to the school district exceeded the costa associated 
with the children of parents working on them, these facilities would not be claimed as federal property 
by applicant districts. Thus, calculating the costs of the recommended program with groat precision 
would require deterniining the taxe# paid by such facilities* 



A second unknown is the extent to which the federal government would be able to limit its capitol- 
cost contribution because either (1) districts do not have capital expenditures because of filling require- 
ments through previous construction financed on a current basis or (2) the federal government has 
already provided more than its share of capital facilities. 

A third unknown is the degree to which transition assistance would be provided to those districts 
that would receive less under the proposed program than under the current program. This situation is 

discussed in Chapter 10. 

A fourth unknown depends entirely upon the process by which it is assumed that the recon^ended 
program would be adopted. If it were introduced in January of 1970 and there was a general understand- 
ing on the part of P. L. 874 recipients that it likely would be enacted, then districts would in many cases 
adjust their fiscal 1971 (school year 1970-71) spending and taxing decisions baaed upon the new program. 
If, on the ether hand, districts assumed that such a program would not be enacted, those that maintain 
low tax rates because of high federal payments would find that they would get very low payments under 
the proposed new program which calculates entitlements in part on the basis of local tax rates. 

Two other factors are unknown but controllable. They are the amounts that would actually be spent 
by the Commissioner under a "special hardship" provision in the recommended prograin (which corre- 
sponds to similar provisions in existing law) and the amounts of any prepayments of capital contributions. 

It should also be noted that program costs are particularly sensitive to certain parameters in the 
formula which Battelle has suggested arc not entirely ones that can be resolved by research. The most 
significant of these are the method for determining national minimum payments and the point at which 
the ratio of a district's assessed value per pupil to the state average assessed value per pupil is per- 
mitted to cause the 'district to be ineligible for assistance. On the assumption that those parameters are 



»!‘Battelle's contract with the Office of Education did not call for extensive information of this type. 
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likely to be set through the political rather than the research process Battelle has not devoted major 
attention to estimating the costs of a program iising the parameters it has included in the recommended 

program. 

Despite these caveats, and assuming the type of transition provision discussed in Chapter 10, we 
.estimate that the cost of the recommended program in fiscal 1971 would be not more than $400 million. 
This estimate is based primarily upon a nonquantified judgment based upon our working familiarity with 
the type of formula being recommended and the financial characteristics of the over 4, 000 districts that 
receive assistance under the cur r exit program. 

The costs of the recommended program in future years would primarily be sensitive to the increas- 
ing per pupil costs of elementary and secondary educatibn and any significant change in federal employ- 
ment levels. In general, entitlements would tend to rise slightly less rapidly than per -pupil cost ijii- 
creases, if state aict expands its share of total educational costs. Any increase in federal support for 
elementary and secondary education would, to the extent that it reduced local tax efforts tliat otherwise 
would have to be made, tend to reduce the costs of impact aid. 

The recommended program contains a number of provisions that would tend to reduce its cost over 
time. For example, the .fact that state minimum payments would not be made on the contract districts 
(with federal equivalent students representing over half of total students) vdll tend to encourage consoli- 
dation of these districts in states that defray a high percentage of education costs through state aid. By 
consolidation with districts with a lighter federal ip:ipact, the districts would drop out of contract status 
and into Status where the regular payiuent rate (including the minimum payment) would be in effect. 
Likewise, by providing special provisions for the phase out of the Section 6 schools and to permit guar- ■ 
antees of entitl€>ments in the case of consolidations of certain heavily impacted districts, the program 
will encourage some consolidation. These factors, coupled with the national trend toward consolidation, 
tend to reduce the costs of impact aid because the absorption concept increases the number of pupils to 
be absorbed as the percentage of non-federal pupils in a district grows. This effect is reasonable as the 
prospects that both the benefits as well as the burdens of federal installations will be found together in- 
creases with the size of the district. 

Under the current program consolidation has a tendency to increase entitlements by increasing the 
chances that districts that do not meet the 3 percent eligibility requirement will be able to meet the min- 
imum requirement of 400 federally connected pupils. 

Because sharp increases in military personnel usually represent increases primarily among the 
groups that are unlikely to have children in school (e. g. , draftees), a significant reduction in the pro- 
gram resulting from a phase-down of the Vietnam War can be anticipated only to the e.xtent that civilian 
employees would be laid off as a result. A general reduction in military maiming levels would have some 
effect upon total entitlements, particularly in areas where bases might be closed. However, if the mili- 
tary departments act to keep their on-base housing occupied before turning to the private housing market, 
a reduction in military manning levels would not reduce the number of (a) pupils by a significant margin, 
but would have an impact on the (b) pupils. 

Increased civilian employment of the federal government is likely to have little effect upon the costs 
of the recommended program unless it happens to be concentrated outside of major metropolitan areas. 

By comparison to the recommended program a continuation of the current P* L. 874 program would 
tend to have slightly higher percentage increases in cost (and of course a higher base cost). In the long 
run, however, the current P. L. 815 program would probably cost leas than the proposed program, as- 
suming that no legislative changes are made. 

When one considers the prospects for potential future changes in the legislation, the contrasts be- 
tween the recommended program and the present program are quite striking. The present program has, 
for the reasons explained in Chciptor 1 of this report, tended to be expanded periodically to encompass 
more districts and move types of presumed federal impact. While the legislation does not provide a per- 
fect vehicle for achievement of more general education assistance principles it is both a popular and a 
convenient one. Thus, Congress acted in 1969 to incorporate public housing pupils into the impact aid 
program. The next evolution, which like public housing amendments tends to aid many large cities, 
could be to include postal -employees in P. L. 874. Another extension would be to include the employees 
of defense contractors, whether or not the contractor happened to operate out of a government-owned 
facility. This report's conc.lusion that contractors using federal property pay substantial taxes to local 
schools could be used as a basis for controlling the payments of impact aid (as is recommended here) or 



BATTELLE MEMORIAL INSTITUTE - COLUMBUS LABORATORIES 



C-3 



as a basis for broadening impact aid because of the inequity of not paying districts whose major govern- 
ment contjractors happen to own their own plants. 

*1 

A similar evolution could be expected in corinection with P. L. 815 because over the next 10 years 
the limitations of that law as applied to heavily impacted districts will become even more apparent than 
they are now. If P. L. 815 is ever allowed to evol/e into a program similar to P. L. 874, and P. h. 874 
is broadened along the lines discussed above, P. L. 815 would become one of the major sources of school 
construction finance in the United States. 

The differences between the present evolution of P. L. 874 and the concepts of the recommended 
program represent a choice for national decision makers. On the one hand they can decide to confine 
impact aid to those cases were the negative federal impacts are clear and substantial, as the recommended 
program does. Such a decision would force explicit consideration of other forms of federal financial aid 
for' schools. On the other hand, they <.an allow P. h. 874 to continue its present evolution toward pro- 
viding more and more assistance to more and more districts on the basis of federal impact, but in the 
process run the risk that the resulting program might continue to force major problems of uncertainty and 
less -than- full funding upon the heavily impacted districts. 



Program Adrninistration 



Battelle's examination of the adi:ninistration of P, Li. 874 and P. Li. 815 quickly lead to the con- 
pluaion that the many administrative problems of imjjact aid are primarily attributable to the legislatiqn 
Itself, rather than any lapses on the part of the Office of £]ducation. \The P. L. 815 administrative pro-- 
cedure is time consuming, expensive to operate and extremely complicated. This is more the result of 
the law itself than any failings in administering it. The P. L. 874 administration results in uncertainty 
about what amounts will be paid that causes chaos in school budgeting and extremely serious problems 
of late payments and uncertain timing of payments. These problems are caused primarily by the annual 
controversies over impact aid, the differences between Administration-recommended budgets and final 
budgets, and other factors beyond the control of those yjho administer the program. 

The program recommended in this report would b'e relatively simple to administer by comparison 
to the current program. Initially, the program would require some one-time costs to establish new 
administrative procedures, write regulations, and to review forms indicating the past federal construction 
assistance to be used to determine the share of past capital costa to be assumed by the federal govern- 
ment. * As an on-going program, the recommended program would have many fewer applicant districts 
and would relieve the Office of Education of the need to review selections of comparable districts and 
state groupings. 



IMPACT OF THE RECOMMENDED PROGRAM 



This matrix compares the recommended program to the current program to show the impact of the 
changes recommended by Battelle on various types of districts. The baseline for comparison is a fiscal 
1971 situation in which neither P. L. 874 nor P. L,. 815 are changed in any major way; $20 million is pro- 
vided for P. Li. 815; $650 million or 90 percent of entitlements is provided under P. L. 874; and the public 
housing amendments to that legislation are not funded. This baseline was chosen as a likely result of 
continuing the present program (although there is obviously a significant probability that less than 90 per- 
cent of entitlements would bo paid). 

Each change is considered independent of the other changes. 



>!‘The alternative is to let bygones bo. bygones and pay only on the basis of capital costs incurred after the 
enactment of the new legislation. 
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PropoBcd ChanKC 

Now oUgibility requirement 
of 3 porcent rolative Impnct 

Absorption of 3 porcont of 
non*fedoral ADA 



Chongo payment rate for (b) 
pupils to 40 porcent from 
50 percent 



BUminale P. L. 815 and rw « 
plAce with capital con** 
tribution rat«t> 

Eliminate comparables and 
match local tax rato times 
state average base, with no 
change In minimum raloH 



Pay national minimum rale 
to Dtatao rather than 
districts 

Cut off richer dlstricto 
(districts with 1.215 or 
moro times state average 
tan base per pupil) 

Maks payments to heavily 
impacted districts naceo- 
c$Kty to provide reasonable 
standard of education 



Diffdironcs bbtwoan minimum 
par pupil payment and na* 
tional minimum to be uood 
by otatro tov education 



Effec’ on Districts: Percentage of Equivalent Federal Students 

(All (a) atud onto plus 0.4 timee (b) students divided by ADA) 

UTs 3«12 12«50 50% and Higher 



Out of N« change 

program 

c3iil of Entitlemeniu 

program sharply 

roduced 



This change reduces the i*nyment fur each (b) pupil Docs not apply 
from 90 percent (given the a turned looo-than*fuli fund- 
ing) to 80 porcont in all dialr cto having (b) pupils. The 
effect tends to be loss significant In the heavily im- 
pacted di/stricts, which tend to have a groaicr propur 
tioo of (a) pupilo, and must signiffcont in the lightly 
impacted diotrlcts. 



No change No change 



Entitlemenlo reduced Does not apply 
somewhat; the greater 
the relative impact, 
the IcHScr the 
reduction 



EntUlemnntfl Enlillementu EnlUlemuntti increase Does n<»t applyi but 
incroaso increase capital coot payments 

would increase 



This change tends to increase oiititlomentu In solnne Does not apply 
diotrlcts and reduce them in others. In general, the 
movomont to payment of current year costs incre«*\scs 
cntitlumentB by 10-15 percent, but ueo of local tax 
rates will decrease cntitlomento in low-effort districts 
and increase them in high tax-effort districts. 



Thio change will affect only diatricta that make a 
luv/ tax effort, primarily those in slates that defray a 
high percontago of educational costs from state funds. 

This chango will tond to affect about 15 percent of 
ontitlemento and will normally be loos significant In 
districts with 15 porcont or more relatlvo impact than 
in the others. 

Dooo not Does not Dooo not apply 

apply apply 



Priwidoo fundo oarmarUod for oducation for diotri- 
btxt.ion to dlotrlulo throughout* tho otato, rogardloss of 
fodoral impact, Applies primarily to those staten that 
already provide a high porcontago of oducattonal costo 
through ntats aid. 



Doeo not apply 



Does not apply - these 
are not high valuation 
per pupil distrlcta 



Ehititlemontl higher than 
90 percent payments 
under current program 
in most districts, ex- 
cept tho so now getting 
double benefits through 
otato aid and impact aid 



Aaaumptlon that '*pavingo'^ 
from Impact f^d program 
will be epont cm another 
federal education program 



SburceV datteile ostrmatoa , 



Roughly half of tho fundo from any nuch program 
would bo likoty to return to tho dlotricta novs^ receiving 
P, L. 87d funds, as thooo districto account for roughly 
half of all olomentary and oecondary onrollmont in tho 
Unitod Statoo. These paymonto would tond to bo moot 
significant in thooe largo dlntricto with light federal 
impact that would bocomo ineligible for impact aid 
under the recommended program. 



The effects of the recommended changes on large cities and the various states arc also significant. 
Because a large percentage of entitlements of the lightly impacted districts are accounted for by the 
nation's largest city districts, the changes proposed will moat affect entitlements of these districts and 
the statos in which they are found. However, those largo cities and states are also those that would be 
major beneficiaries of any new program developed to utilize the •'savings" from the impact aid recom- 
mendations. The light federal impact in these districts and states means that many of them would re- 
ceive substantially more money from aboliahing all impact aid and replacing it with a federal program 
distributing funds on the basin of ADA than they do from impact aid. Based upon 1967-68 data, cities 
such as Now York, .Los Angeieo, Philadelphia, Detroit, and Baltimore would benefit from such a move. 
Such a move would also benefit such states as Illinois, Indiana, Louisiana, Minnesota, New York, 

North Carolina, Ohio, Pennsylvania, and Wisconsin that pay more than $5 million each over what they 
get back in assistance from Impact aid. The recommended smaller impact program with the assumption 
that the savings are spent on another federal education program would also tend to benefit these states 
as they have large numbers of pupils but relatively small numbers of federa.1 pupils. 

The sample application form follows; 
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SAMPLE APPLICATION FORM FOR IMPACT AID FOR USE IN FISCAL 1971 

(1970-1971 school year) 




PART ONE: STUDENT COUNT (Note: Ultimate regulations would sillow the states considerable flexibility 
in whether to use ADA or ADM and in selection of the count date. For purposes of this worksheet the u«e 
of ADA is suggested. ) 



1. Students living on federal property (Current 3(A) and 3(b) (1)) 

2. Students not living on federal property but with parent working 

on federal property (a) 

multiply by 0. 4 and enter at right 

3. EQUIVALENT FEDERAL STUDENTS (sum of above) 

4. Non-federal students 

5. Non-federal equivalent of federally connected students 

2(a) above times 0. 6 

6. EQUIVALENT NON-FEDERAL STUDENTS (sum of 4 and B above) 

7. TOTAL STUDENTS (sum of 3 and 6) 



8. Proportion equivalent federal students 

(line 3 divided by line 7) 

If answer is less than 0. 03, the local educational agency 
is not eligible for assistance. If answer is greater 
than 0. 50 do not complete form. 

9. AVERAGE IMPACT FACTOR (0. 03 times line 6) 



(b) 



pupils 

pupils 

pupils 

pupils 

pupils 

pupils 

pupils 

pupils 



pupils 

pupils 



10. ELIGIBLE EQUIVALENT FEDERAL STUDENTS (line 3 minus line 9) 

If answer is less than 5, the local education 
agency is not eligible for assistance. 

(In the student counts, use the same estimates as those for the 
current program, except exclude students whose parents work on federal 
property that returns greater revenue to the school district (through 
shared revenues, taxes on prpperty in government- owned contractor 
operated plants, and in-lieu payments, etc. ) than the district could 
receive by claiming such students. Do not include any students in 
grades 13 and 14. ) 

PART TWO: LOCAL CONTRIBUTION RATE (Note: the following format is designed specifically for the 
simple, but most common, case of school system whose local revenues come from a property tax. Regu- 
lations’will prescribe how to make the calculations when the taxable year for property taxes overlaps the 
school year, as is the case when property taxes are levied on a calendar year basis and school accounting 
is on a fiscal year basis. Regulations will also deal with jurisdictions that have dependent school districts 
and no special earmarking of particular tax resources for schools. Basically this will be done by at- 
tributing to the school system the same share of each tax source as the share of total expenditures that are 
represented by school expenditures. Local educational agencies offering leas than twelve grades will be 
attributed only a partial tax base, reflecting their share of total pupils, based upon state average relation- 
ships of school district expenditures for their grades to total school expenditures. For the purposes of 
making sample calculations information on state average tax base for any recent year will normally ap- 
proximate the current relationships. After the program was initiated, more precise estimates would be 
made available by the state to applicant districts, or the states would actually make this portion of the 
calculations. ’•‘^*‘) 

’9'Payments for these districts will be negotiated by a method described in the text of this report. 

>{<>!<To readers unfamiliar with the use of tax base in state -aid formulas the local contribution and eligi- 
bility portions of this formula may seem complicated. Howevsrp formulas using tax base as an element 
are in effect in many states and have operated quite success/ully and with low administrative costs. 



O 
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1. Estimate of state average tax base per pvipil for 1970-71'‘‘ 

(if more than one tax is used make additional entries 
for other taxes) 

2. Applicant local educational agency tax rate for 1970-71’'* 

A. For operating expenses 

B. For capital expenditures and debt service 

(BEFORE ENTERING THIS RATE SEE SUPPLEMENTAL FORM 1) 

C. Total tax rate 

3. Amount per pupil that would be raised by the agency if it had state 

average per pupil tax base (1 times 2(C)) $ 

(Round to nearest whole dollar. If entry would be more than national 
average per pupil costs, or the applicants per-pupil costs in the pre- 
ceding year, enter the lower of the two. ) 

PART THREE: CALCULATIONS OF ENTITLEMENT 



1. Multiply eligible equivalent federal students (Part One, item 10) by 

the local contribution rate (Part Two, item 3) $ 

2. Alternative Calculation of Entitlement 



A. Enter 1. 25 times Part Two line 1 $ 

B. Enter per pupil tax base of your local agency (If line B 

is larger than line A, your agency is not eligible for impact aid. ) $ 

t 

C. Calculate what you would raise from local taxes if you have 
1. 25 times state average tax base (Part Two, item 2(C)) 

times B above $ per pupil 

multiplied by your total pupils (Part Ono, "}) $ 



D. Calculate what you would receive if the entitlement in line 1 
above were paid to you 

(1) Estimated impacted aid entitlement (line 1 above) 

(2) Local taxes (multiply Part Two, 2C by assessed 
• value in your LEA 

(3) Add (1) + (2) 



$ / 

$ 

TOTAL $ 



3. If the amount shown in line D(3) is lees than the amount shown in line (2)(C), your entitlement is the 
amount shown in line 1 of Part 3. If the amount shown on line D(3) is greater than that on line 2(C) 
your entitlement i,s line 2(C) minus line 2(D). Enter entitlement here $ 



PART FOUR: ADJUSTMENTS 

(The final form under the recommended program would include provisions for upward and downward 
adjustments as a result of overpayrnents or vindcrpayments in the preceding year and deductions for various 
federal payments in lieu of taxes, shared revenues and payments of other federal agencies as described in 
the text of this report. ) 



7 



^For worksheet purposes, use a recent year for which data on state average assessed value per pupil is 
available and use the tax rate from the same year. 
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PART FIVE; TO BE COMPLETED BY THE STATE OFFICE OF EDUCATION ONLY IF THE LOCAL 
C ONTRIBUTION RATE (Part Two, line 3) IS LESS THAN ONE-HALF NATIONAL AVERAGE OF PER 
PUPIL COSTS 



1. One-half national average per pUpil costs estimates’'' $ 

t 

2. Local contribution rate (Part Two, line 3) $ 

3. Difference (1 minus 2) $ 



4. (A) If the entitlement shown on Part three, line 3 is the same as the amount 

shown on Part Three, line 1, then enter the eligible federal students (Part 
One, line 10) 

pupils ahd multiply by line 3 above $ 



(B) If the entitlement shown on Part Three, line 3 is less than the amount 
shown on Part Three,, line 1 , then 

(1) Enter the entitlement $ ‘ 

(2) Enter the amount shown on Part Three, line 1 

(3) Divide (1) above by (2) above 

(4) Enter eligible federal students (Part One, Line 10) 

(5) Multiply line (3) by line (4) 

(6) Multiply line (5) by line (3) of Part Five ("Difference") 



$ 



pupils 

pupils 

$ 



The amount calculated in item 4 is the amount to be pai^ by the federal government to the state education 
agency in those states whore the local contribution rate of a district is less than the national minimum 
rate. 



SUPPLEMENTAL FORM 1 



(Under the recommended program this form will provide for the counting of classrooms in use for 
the current year divided into two categories, those financed by the federal government and those not 
financed by the federal government. Regulations will prescribe the handling of situations involving cost- 
shared construction and the definition of classrooms in use. ) 

A. Classrooms constructed (1) with federal funds ______ rooms 

(2) with non-federal funds rooms 

(3) Total rooms 

B. Percent federal responsibility for .existing facilities 

Part One line 10 divided by Part One line 7 = _____ ^ 100% = % 

G. Percent federal construction 

A(l) divided by A(3) •- x 100% = % 

D. Unmet federal obligation (B minus C) 

If C is larger than B enter zero % 

E. Local contribution (100% minus C), °/o 

F. Federal obligation for debt related to existing facilities. 

(1) If line D is zero, enter zero here _____ 

(2) If line D is not zero, divide line D by lino E and 

enter result. ■ ______ 

f'ln implementation of the program, this ostlmato would be provided by the Office of Education inclusive 
of both capital and operating costs. For those filling out the sample form based upon a past year - use 
the same year's data for this entry. 
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Applicants that d;o not claim federal payments based upbn local capital costs need not fill out this form. 

I 

The entry on line F(2) indicates the proportion of capital costs in the current year based upon coE.ts 
of construction of existing facilities that should be met by the federal government. That proportion should 
be applied only to the tax rate for past capital outlays (usually either for servicing of bonds or payments 
back to a state building fund), to indicate the tax rate to be considered in Part Two, line 2(b). To the 
rate calculated in this manner for all capital costs related to previously constructed facilities the district 
can add the full amount of any capital levies (or their equivalents) for buildings not in opers.tion during the 
school year for which assistance is being requested and for all subsequent (after fiscal 1971) bond issues, 
building funds, rentals and rental -like payments to building authorities, etc. 

This supplemental form would be filed only once by most districts. The districts that had had no 
federally financed construction would not need to fill it out at ail. The districts that had already received 
federal construction funds that more than discharged federal obligations as determined through this form, 
would not be applying for capital contributions for past outlays and thus, would not need to complete the 
form. Once the past outlay responsibilities of the federal government were determined under this form, 
the federal government would continue to pay on that basis for all obligations incurred before the ef- 
fective data of the legislation and to pay through the calculation indicated in Part Two of the regular form 
for all new capital outlays, 
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A No^e or( the Complexity of- the Fbrms 

Readers unfamiliar with the current application procedures for impact aid may have the feeling that 
the calculations required to apply for impact aid funds under the proposed program are complicated. 
Actually they compare reasonably to the present prog:^am. 

The operating-cost calculations under the propo :ed new procedures are somewhat more complicated 
in the student count area and in the calculation of the ceiling entitlement than the current form. How- 
ever, for most districts the local contribution rate formula, involving only two basic numbers — the 
district's own tax rate and the state average assessed value, is less complex than the procedures in- 
volving reporting the financial characteristics of a number of "comparable" school districts. 

The capital-cost calculations will add complexity to the applications of those districts that do not 
now receive P. Ij. 815 but would receive capital cost support under the proposed program. Of course, 
such districts would not have to claim capital costs (and thus, fill out the forms) if they did not choose 
to do so. The capital cost calculations are much simpler than current P. L. 815 applications. 
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